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Can an Appraisal Be 
“Too Good?” 


Occasionally a property owner raises 
the question of whether an appraisal can 
be “too good.’’ The question arises be- 
cause provable appraisal service costs 
more than that in which there is an ele- 
ment of opinion or guesswork. 
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The American Appraisal Company op- 
erates on the principle that an appraisal 
cannot be “‘too good’’— that the making 


of an appraisal entails a moral responsi- 
bility which cannot be overestimated. 


a 


The record of The American Appraisal 
Company for the past thirty years offers 
abundant testimony of the soundness of 
this principle. For whatever purpose, 
insurance, cost accounting, finance, pur- 
chase or sale, and many others, an ap- 
praisal cannot be too good. 


The American Appraisal Co. 
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BEYOND THE CIRCLE 


So many folks con- 
sider light the princi- 
pal use of electricity 
in the American home 
that “they can’t see 
the power for the 
light.” 

Industry, America’s 
largest electrical cus- 
tomer, last year used 
nearly all of its cur- 
rent for power, only a 
fraction for light. 

The home, next larg- 
est customer, con- 


sumed 83 per cent of 
its total for /ight, only 
17 per cent for power. 


Electrification of 
“home power,” now 
almost entirely “wo- 
man power,” has as 
yet scarcely begun. 


Only 13 per cent of 
household current is 
used for ironing. A 
beggarly 4 per cent 
accounts for all other 
home-power —toast- 


OF LIGHT 


ing, cooking, heating, 
refrigerating, washing, 
cleaning, and all. 


Estimates point to 
output by public utili- 
ties of 92 billion kilo- 
watt hours in 1930— 
a 50 per cent increase 
over 1925. Energetic 
efforts of electric utili- 
ty managers to abolish 
household drudgery 
will account for a 
sizable slice of that 
increase. 


WESTINGHOUSE ELECTRIC & MANUFACTURING COMPANY, EAST PITTSBURGH, PA. 


Westinghouse 


Ironing is now done with greater speed, com- 


fort and safet 
Westinghouse 


in American homes because 
as perfected a new Automatic 


Iron that turns itself off before it gets too 
hot, then on again before it gets too cool. 
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The things 


INVESTORS 
leave undone 
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x he management ‘of invested funds requires the same 


The 
Seven Basics 





1 Allocation 

2 Distribution 
3 Maturities 

4 Marketability 
5 Dispersion 

6 Income Flow 
7 Vigilance 





type of knowledge. organization and supervision as the 
management of your business. 


Think what it would cost ‘insurance companies, endowment 
funds and institutional investors, entirely dependent on in- 
vested funds for income, if they neglected even one of their 
“basics’’ that insure success in the management of their 
investments. 


Knowledge of the Seven “Basics” of investment which 
apply to individual holdings, and experience in their practical 
use, enter into every investment success... . their absence 
causes important things to be left undone... . and medi- 
ocre results. 


And why should anything be left undone in the management 
of your funds, when—without cost—the Seven Basics can 
easily be learned, and as easily applied through an A. B. Leach 
& Co. ratio-audit and A. B. Leach & Co. management? 


What the seven basics are, how they operate, and why, are 
clearly shown in our book “DIVERSIFICATION AND VIGI- 
LANCE”. .We shall be glad to send you a copy of this valu- 
able book on request. 


& 


A. B. Leach & Co., Inc. 


57 William Street, New York City 


the practical means of increasing the safe- 
ty, usefulness and earning power of 


The Seven Basics OF INVESTMENT are | 
substantial investment holdings. 


©1926, A. B. Leach & Co., Inc, 
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MOTOR CARRIERS AND THE STATE 
A STUDY IN CONTEMPORARY PUBLIC UTILITY LEGISLATION 


By DAVID E. LILIENTHAL AND IRWIN S. ROSENBAUM 


HE regulation of public callings 

by the state is almost as old as 

our system of law itself. The 
medieval Yearbooks are full of cases in 
which duties in the interest of the com- 
munity were imposed upon the smith, 
the tailor, the baker, the miller, and the 
innkeeper, as well as upon the wharf- 
inger, the ferryman, and the other 
carriers of persons and goods.* With 
the advent of an industrial society, the 
regulation of public business became the 
central problem of the state. Control 
through charter limitations or ‘“‘through 
the occasional explosions of lawsuits” by 
injured patrons may have been adequate 





*See the following typical cases: Anon., Keil- 
way, 50, pl. 4, and Y. B. 46 Ed. III, 19, pl. 19 
(1372), (smith); Y. B. 22 Ed. IV, 49, pl. 15 
(1492), (tailor); Y. B. rz Hen. IV, 45, pl. 18 
(1410), (innkeeper); Y. B. 22, Lib. Ass. 94, pl. 41, 
(ferryman); Y. B. 19 Hen. VI, 49, pl. 5 (1441), 
(surgeon); Y. B. 39 Hen. VI, 18, pl. 24 (1461), 
(victualer). For an interesting discussion of these 
very early cases, and many others there collected. 


in the days of turnpikes, canals, and 
toll-bridges;? they became wholly un- 
suited to the problems which came with 
the railroad, electric communication, 
and an urban civilization. Since the 
days of the Granger Movement primary 
responsibility for the regulation of pub- 
lic utilities has been shifted from the 
courts to the legislatures. The first 
step, direct regulation by the Legisla- 
ture itself, gave way to regulation by 
expert administrative commissions 
vested, first, with narrow powers of 
visitation, then with authority to re- 
vise, and finally with broad and flexible 
power to control the very details of 
see Edward Adler, “Business Jurisprudence,” 28 
Harvard Law Review, 135, and “Labor, Capital 
and Business at Common Law,” by the same 
author, 29 ibid, 241. 

* As to turnpikes, see the discussion in Olcott v. 
Supervisors, 16 Wall. (U. S.) 678, (1872); canals, 


Spencer v. Daggett, 2 Vt. 92 (1829); and toll- 
bridges, The Binghamton Bridge, 3 Wall. (U. S.) 


51, (1865). 
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utility operations.* The transition 
from regulation solely through the 
courts to regulation through the Legis- 
latures and their agencies is almost 
complete. 

A generation or so ago the student of 
public utility regulation went first to the 
accretions of the common law, reaching 
back to the courts of feudal England; 
today he must turn first of all to the 
product, not of the courts but of the 
Legislatures. That is what we have 
done in seeking to determine the extent 
of the state’s control over motor car- 
riers—the newest form of an ancient 
public calling. The picture is wholly in- 
complete without the record of the com- 
missions that administer the law and the 
courts that must draw the boundary 
lines for both commissions and Legisla- 
tures. But at the foundation of the 
whole structure of regulation are the 
statutes themselves, and these are our 
present concern. 


I. The Methods of Regulation 


The phenomenal rise of the motor 
carrier as a business of great public im- 
portance made governmental regula- 


*The statute involved in the landmark case of 
Munn v. Illinois, 94 U. S. 113 (1876) was an in- 
stance of direct regulation of warehousemen by 
the Legislature. The early Massachusetts Com- 
mission is an illustration of the vesting of fact- 
finding powers only in such bodies. The legisla- 
tive history of the Interstate Commerce Commis- 
sion illustrates the expansion from a tribunal 
authorized to revise upon complaints only, to a 
body having power to initiate and supervise the 
smallest details of policy and operation. 


“See Pa. St. 1920, sec. 18057, Act. of July 26, 
1913. The Commission’s assumption of jurisdic- 
‘ tion was challenged and sustained in Scranton 
Railway Company v. Walsh, Complaint Docket, 
Pa. Pub. Service Comm. No. 441, March 15, 1916. 


--* During the past three years 24 states have 
brought motor carriers under state regulation by 
special enactments, or greatly changed their exist- 
ing laws. 


tion imperative. As early as 1914 the 
Pennsylvania Public Service Commis- 
sion assumed jurisdiction, under the act 
of its creation, over common carriers by 
motor. * Some measure of state control 
was also early exercised in such widely 
separated jurisdictions as New York, 
Colorado, Maryland, Utah, the District 
of Columbia, and Iowa. But it has been 
during the past five years, coinciding 
with the amazing and steady growth of 
this mode of transportation, that legis- 
lation regulating motor carriers has 
experienced real growth, and has taken 
on maturity and definiteness.° The 
early legislation—particularly in the 
‘“jitney” period of motor-carrier de- 
velopment—consisted largely of rules 
promulgated by the Legislatures, with- 
out provision for the intervention in 
their enforcement of an administrative 
tribunal. And of course this type of 
direct legislation is still to be found; * 
but the significant characteristic of the 
great stream of current legislation is 
the uniformity with which it vests broad 
and general powers of regulation over 
the new utility in the established admin- 
istrative commission. * 

Motor carriers have been brought 





1923 1925 
California Indiana South Dakota 
Maine Iowa Vermont 
Michigan Kansas Wisconsin 
Montana Massachusetts Wyoming 
Ohio Minnesota 
Oklahoma Nevada 1926* 
Rhode Island North Carolina Mississippi 
Virginia North Dakota Kentucky 

Oregon New Jersey 


*As of June 1, 1926. 

*There is a great volume of legislation regu- 
lating the weight, width, lights, speed, and so 
forth, of motor vehicles generally which apply, in 
most instances, to the types of vehicles hereunder 
discussion. These have been conveniently digested 
by the Motor Vehicle Conference Committee, as of 
January 1, 1926, in a pamphlet, Governmental Re- 
strictions on Motor Vehicle Sizes, Weights, and 
Speeds. 


* Arizona, L. 1919, ch. 130; Arkansas, G. A. 
1921, No. 124, sec. §; California, Deering’s G. L. 
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under the jurisdiction of existing public 
utility commissions by three distinct 
methods. In some states the commis- 
sions have assumed jurisdiction to regu- 
late these utilities by construing the 
provisions of the existing act to include 
the new form of transportation. * 


(Footnote 7 continued from page 258) 

1923, Part I, Act 5129, p. 1904; Colorado, Comp. 
L. sec. 2914, ch. 29 ff.; Connecticut, P. A. 1921, 
ch. 77, p. 3088; ch. 340, p. 3367; District of 
Columbia, Act. of March 4, 1913, Public No. 435, 
37 St. L. pt. 1, p. 974; Georgia, 2 Parks Ann. 
Code, sec. 2662, 2663; Illinois, 7 Callaghan’s Stat. 
Ann. ch, 111 a; Indiana, L. 1925, ch. 46, sec. 2; 
Iowa, L. 1925, ch. 5; Kansas, L. 1925, ch. 206, sec. 
2; Maine, L. 1921, ch. 184; L. 1921, ch. 211; 
Maryland, Bagby’s Ann. Code, 1924, Art. 23, sec. 
347; Massachusetts, Acts 1925, ch. 280, sec. 2; 
G. L. 159, sec. 45, 12; Michigan, P. A. 1923, No. 
209, sec. 1; Minnesota, S. L. 1925, ch. 185, sec. 
2 (g), sec. 4; Mississippi, Act of March 18, 1926, 
sec. 5; Montana, L. 1923, ch. 154, sec. 3; Nebraska, 
Comp. Stat., sec. 5466, 5483; New Hampshire, L. 
1919, ch. 86, sec. 2; New Jersey, L. 1921, ch. 149; 
L. 1926, ch. 146; New York, Cahill’s Consol. L. 
1923, ch. 49, sec. 5 (1); ibid ch. 64, sec. 25; 
Nevada, L. 1925, ch. 161, sec. 1; North Carolina, 
P. L. 1925, ch. 50, sec. 4; North Dakota, L. 1925, 
ch. 91, sec. 4; Ohio, Page’s Ann. Code 1926, sec. 
614-3, 614-4; Oklahoma, L. 1923, ch. 113; Oregon, 
G. L. 1921 (Sp.) ch. ro, sec. 3; Pennsylvania, Pa. 
St. 1920, sec. 18057; Rhode Island, G. L. 1923, ch. 
254; South Dakota, L. 1925, ch. 224; Tennessee, 
L. 1919, ch. 49, sec. 3; Utah, Comp. L. 1917, Tit. 
g1, sec. 4798; Vermont, P. A. 1923, No. 91, sec. 
4; P. A. 1925, No. 86; P. A. 1925, No. 74, sec. 8; 
Virginia, A. 1923, ch. 161; L. 1924, ch. 222; Wash- 
ington, L. 1921, ch. 111; Wisconsin, Stats. 1925, 
ch. 194; Wyoming, L. 1925, ch. 150. 

In three of these states—Georgia, Nebraska, 
and Tennessee—jurisdiction over motor carriers 
has been vested by the general public utilities law 
in the established commission, but the commissions 
have declined to exercise their full authority, not 
deeming extensive regulation necessary at present. 
In five states the broad jurisdiction vested in the 
established utilities commissions has been placed 
in other bodies. 

Alabama, L. rg919, sec. 361, p. 398 (State Tax 
Commission). 

Idaho, L. 1925, ch. 197, sec. 4 (which withdraws 
broad jurisdiction from the established commis- 
sion, and vests narrower powers in the Depart- 
ment of Law Enforcement). 

Kentucky, Act of March 5, 1926, sec. 3 (Com- 
missioner of Motor Transportation). 

South Carolina, Laws 1925, No. 170 (State High- 
way Commission). 
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Where a commission had been granted 
power over “common carriers” or 
“public utilities’ long before motor 
vehicles were regarded as having com- 
mercial possibilities, it was entirely in 
accord with Anglo-American legal 
technique to hold that the language in- 





West Virginia, Barnes’ Code 1923, ch. 43, sec. 82 
(State Road Commission). 

Only six states have no state legislation: Dela- 
ware, Florida, Louisiana, Missouri, New Mexico, 
and Texas, 

The extent of commission control (excepting 
Delaware) over other public utilities than those 
under discussion here, is set out below: 





Utility Extent of Commission Control 





Railroads (Steam and 
Interurban Electric)| All states 

Express Companies...} All states 

Street Railways...... 44 states (Kans., Ia., Ky., and 

Mich. not included) 


Telegraph........... 43 states (Ia., Mich., Minn., Tex., 
S. C. not included) 

Telephone........... 45 states (Ia., Tex., S. C. not 
included) 

Blectric. .....cccsces 38 states (Fla., Ia., Kans., Ky., 
Mich., Minn., Miss., Neb., 
S. D., Tex. not included) 

GOW iS cccuvecceves 40 states (Fla., Ia., Ky., Minn., 
Miss., Neb., S. D., Tex. not 
included) 

WMOR css cc ccdececcs 34 states (Fla., Ga., Ia., Ky., 
Mich., Minn., Miss., Neb., 
N. Mex., N. ¥., S. D., Tex., 
Vt., Va. not included) 

Heating............. 19 states (including Ala., Cal., 


Ill., Ind., Kans., La., Md., Mo., 
Mont., Nev., N. J., N. Y., 
N. D., O., Pa., S. C., Utah, 
Wis., Wyo.) 








See Report of Committee on Uniform Regulatory Laws, of 
National Association of Railroad and Utilities Commissioners, 
1923, Part II, sec. 2.53. 

*California: Western Association of Short 
Line Railroads v. Railroad Commission, (1916) 
173 Cal. 802, 162 Pac. 391. 

Arizona: Re Automobile Traffic (1915) P. U. R. 
1915 C 945. 

Re Automobile Traffic (1916) P. U. R. 1916 
E 789. 

District of Columbia: 
Kutz, 241 U. S. 252. 

In re Jurisdiction of the Commission over Motor 
Bus Lines and similar common carriers, Order 
No. 160, P. U. R. 1915, E. 642. 

Illinois: Jacksonville R. Co. 
(1915) P. U. R. 1915 C 853. 

State Public Utility Commission v. Bartonville 


Terminal Taxicab Co. v. 


v. O'Donnell, 
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cluded common carriers by motor, and 
to subject them to regulation.* The 
usual method has been, however, for the 
Legislature to enact a special and sepa- 
rate act, directed expressly and exclu- 
sively to the particular problem of 
motor-carrier regulation. Such acts 
generally place motor carriers under the 
existing commission’s jurisdiction usually 
by amending the statutory definition of 
“public utility” or “common carrier,” at 
the same time imposing separate and 
additional obligations which the commis- 
sion is authorized to administer. *° 

The problems of motor-carrier regu- 
lation facing the legislators of Arizona 
or Idaho, for example, are widely dif- 
ferent from those arising in New Jersey, 
New York, or Massachusetts; both re- 
gions are presented with situations 
wholly different from those arising in 
Mississippi, in Illinois, or in the Caro- 





(Footnote 8 continued from page 259) 
Bus Line, (1919) 290 Ill. 574, 125 N. E. 373. 

Maryland: Smith v. Maryland, (1917) 130 Md. 
482; Re Regulation and Control of Automobiles, 
etc, P. U. R. 1915, C 365; same, 925. 

See Chicago v. Mayer, (1919) 290 Ill. 142. 

Pennsylvania: Allegheny Valley Street R. Co. 
v. Greco, (1916) P. U. R. 1917 A 723. 

Arkansas: Petition of Arkansas Traveler Co., 
Case No. 507, Order of December 15, 1925, as 
amended. 

Similar conclusions were reached by the 
Georgia Commission (Georgia R. & P. Co. v. 
Jitney Bus Co. et al, (1915) P. U. R. 1915 C 928) 
and that of Nebraska (Re C. C. Bus Lines, (1924) 
P. U. R. 1925 A 442) but neither commission has 
actually exercised any considerable control. See 
Resolution 86 and Supplements, Nebraska Railway 
Commission. 

In Arizona, California, and Maryland separate 
statutes expressly conferring extensive powers 
over motor carriers upon the commissions have 
been enacted subsequent to the assumption of 
jurisdiction under the existing general jurisdic- 
tional clauses. California, Deering’s G. L. 1923, 
Part I, Act 5129, p. 1904; Maryland, Bagby’s 
Ann. Code, 1924, Art. 23, sec. 347; Arizona, L. 
1919, ch. 130. 

*The extension of the concept of “common car- 
rier” from the day of primitive carriage to this 
newest form has been based upon a single set of 
principles, flexible to meet the changes of the 


linas. We might, therefore, expect such 
diversity of legislation as to make clas- 
sification and analysis impossible. As a 
matter of fact, the various states have 
approached the problem with surprising 
uniformity. In 1923 the Motor 
Vehicle Committee of the National 
Association of Railroad and Utilities 
Commissioners prepared a Model Uni- 
form Statute which, in their judgment, 
included the soundest principles of regu- 
lation. ** We shall use this suggested 
Uniform Act as a guide in leading us 
through the dense overgrowth of legis- 
Jation of the past few years. 


II. The Classes of Carriers Included 


Common or private carriers. The 
language of the Uniform Act is broad 
enough so that it might be construed to 
embrace not only common carriers but 





times. In the eyes of the common law, the pack 
carriers and wagoners of early England, the 
porters and the hoymen, are the direct ancestors 
of the modern railroad and the motor truck. See 
: i Public Service Corporations, chap. v 
1911). 


*Such is the case in Arizona, California, 
Connecticut, Indiana, Iowa, Kansas, Maryland, 
Maine, Massachusetts, Michigan, Minnesota, Mon- 
tana, Nevada, New Hampshire, New Jersey, New 
York, North Dakota, North Carolina, Ohio, Okla- 
homa, Oregon, South Dakota, Utah, Vermont, Vir- 
ginia, Washington, Wisconsin and Wyoming. For 
citations to the statutes involved, see Footnote 7, 
supra. 


" Proceedings of the National Association of 
Railroad and Utilities Commissioners, 1923 (35th 
Annual), p. 177. The members of the Committee 
were: Hon. E. V. Kuykendall, Chairman, of 
Washington; Hon. Fay Harding, of North Da- 
kota; Hon. Grant E. Halderman, of Colorado; 
Hon. Ivan Bowen, of Minnesota; Hon. C. E. Rugh, 
of Kansas; Hon. William F. Rhea, of Virginia. 

The draft itself is the work of Judge Kuyken- 
dall, then Director of Public Works of Washing- 
ton. 

“Sound and Equitable Principles for Intra-state 
Regulation” have also been formulated by the 
Motor Vehicle Conference Committee in a pam- 
phlet, Governmental Regulation of Motor-Vehicle 
Common Carriers. 
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private carriers as well. The commis- 
sioners suggest that regulation should 
extend to every person or company 
“owning, controlling, operating, or 
managing any motor-propelled vehicle 
...used in the business of transporting 
persons and/or property for compensa- 
tion over any public highway in this 
state...”’ Some of the Legislatures 


2In the following states, regulation extends to 
all motor vehicles upon the highways operating 
“for hire” or “for compensation”: Idaho, L. 1925, 
ch. 197, sec. 1; Maine, L. 1923, ch. 211, sec. 1; 
Massachusetts, L. 1925, ch. 280, sec. 1, adding, 
“as a business . . .”; North Carolina, L. 1925, 
ch. 50; North Dakota, L. 1925, ch. 91, sec. 1 
(D); Oklahoma, L. 1923, ch. 113, sec. 1 (0); 
Washington, L. 1921, ch. 111, sec. 1 (d); sec. 2; 


West Virginia, Barnes’ Code, 1925, ch. 43, sec. 


82 (hk); Wyoming, L. 1925, ch. 150. The phrase 
“in the business of transporting persons or prop- 
erty . . . or as a common carrier for compensa- 
tion . . .” is used in California, Deering’s G. L. 
1923, Act 5129, sec. 1), Montana, S. L. 1923, ch. 
154, sec. x (c), and Oregon, G. L. 1921, (Sp.) 
ch. 10, sec. t (c). A similar phrase is used in 
the new Kentucky statute, Act of March 5, 1926, 
sec. 1. Indiana and Ohio expressly exclude pri- 
vate carriers, Indiana, L. 1925, ch. 46, sec. 5; 
Ohio, Page’s 1926 Code, secs. 614-2 and 614-84. 
The exclusion in Ohio has a history: See Hissem 
v. Guran, 112 O. S. 59. 

*South Carolina, Acts 1925, No. 170, sec. 4; 
South Dakota, L. 1925, ch. 224, sec. 2 (a); Vir- 
ginia, L. 1924, ch. 222, sec. 3. The statutory 
situation in Ohio is worthy of special note. Sec- 
tion 614-84 of the Code applies the Act to “com- 
mon carriers for hire, under private contract or 
for the public in general” but not to “private 
contract carriers.” Sec. 614-2 defines the latter as 
motor vehicles “under private contract but not as 
common carriers” to which carriers alone the Act 
as a whole applies. The same section defines 
“motor transportation companies” as motors op- 
erating “under private contract or for the public 
in general . . .” as common carriers. The Act 
of 1923 was construed in Hissem v. Guran, 112 
O. S. 59 (1925), upon the authority of the Duke 
case, (Footnote 15, infra) to exclude private car- 
riers. Hence the Act was amended in 1925 by 
inserting “under private contract” as a clause of 
exclusion. 

Tt is fundamental to the law of common car- 
riage that no carrier is “common” who does not 
offer his services indiscriminately to the public at 
large, up to the limit of his capacity. Ordinarily, 
therefore, a truckman who hauls only for a single 
firm, under a contract covering that firm’s busi- 
ness, and who will not take on the business of 


have used language equally broad and 
inclusive, ** and some states have even 
gone so far as to extend the regulatory 
statutes, by express language, to private 
carriers for hire, ** that is, carriers who 
do not offer their services indiscrimi- 
nately to the general public, but operate 
under special contracts. 

But such efforts to extend regulation 





other organizations, is not a common carrier. But 
the existence of a special contract does Not, of 
itself, make private a carrier otherwise public or 
“common.” It is merely evidence that the car- 
rier’s services are not “held out” indiscriminately 
to the public at large. In the following cases 
where private contracts were entered into, it was 
held, nevertheless, that the transportation service 
was in its nature common carriage. Re J. J. @ 
Cora Gueguen, Re W. D. Clark & C. F. Depp- 
man, Wash. Dept. P. W., Order No. 1474, (1925) 
P. U. R. 1925 D 531; Wayne Transportation Co. 
v. Leopold; same v. Rollinson, (1923 Pa. P. S. 
Comm.) P. U. R. 1924 C 382; State ex rel Savage 
v. Dean, (Wash. 1924) 225 Pac. 656; Public Ser- 
vice Comm. v. Fox, 160 N. Y. S. 59; York Rail- 
ways Co. v. Longstreet, (Pa. P. S. C. 1924) 
P. U. R. 1924 D 750, where the Commission said, 
p. 752, “The important thing, however, is not 
what the respondent says the service is, or what 
it may appear to be, or what it is reputed to be; 
the test is what is actually done.” And compare, 
Re William H. Jones, (Pa. P. S. Comm.) P. U. R. 
1924 A 540 (hiring under contract to funeral di- 
rector, not common carriage); Re George Eggles- 
ton, (Ill. C. C. 1924) P. U. R. 1924 C 350 (in- 
termittent service to resort, passengers and resort 
owner each paying part, not common carriage). 
See the interesting comment of Commissioner 
Samuel D. Pepper of Michigan, following the 
Duke case: “The Michigan Commission is con- 
fronted with the problem that constantly arises as 
to when a motor carrier is a contract carrier and 
when it is a common carrier. We find in some 
cases that a carrier will solicit business through- 
out a territory, offering to contract with each in- 
dividual customer, and when he has obtained cus- 
tomers up to his capacity, whether it be 5 or 25, 
he will then cease soliciting and settle down to 
the contracts he has been able to obtain. There- 
after he calls himself a contract carrier—when he 
loses a customer or two he goes out and solicits 
more business. I assume, however, . . . that the 
commission might well be justified in holding cer- 
tain alleged contract carriers to be common car- 
riers, notwithstanding the subterfuges that are 
often employed.” 50, Reports of Amer. Bar. Assn. 
at 886 (1925). See also the statement of J. F. 
Atwater, Transportation Manager of the Amer- ~ 
ican Hardware Corporation: “I cannot distinguish 
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over private, as well as public, carriers 
seem aborted by a recent decision of the 
United States Supreme Court. The 
Michigan statute, like the Uniform 
Statute, imposed regulation upon all 
transportation by motor vehicles ‘for 
hire;’’ the state commission had con- 
strued this as a grant of power over all 
carriers receiving compensation for their 
service, whether technically “common 
carriers” or not. But in Michigan Pub- 
lic Utilities Commission v. Duke,’ de- 
cided January 12, 1925, the court held 
that “it is beyond the power of the state 
by legislative fiat to convert property 
used exclusively in the business of a 
private carrier into a public utility, or to 
make the owner a public carrier, for that 
would be taking private property for 
public use without just compensation, 
which no state can do consistently with 
the due process of law clause of the 14th 
Amendment.” An injunction prohibit- 
ing the enforcement of the statute 
against the complainant was accord- 
ingly upheld. 

This decision has presented many 
commissions with a difficult regulatory 





(Footnote 14 continued from page 261) 

a private carrier from a common carrier. Every 
truckman that I know of holds himself out for 
hire. . . I do not believe that there are 5% of 
the truckmen that do business under contract with 
one person or one firm.” Hearings on S. 1734, 
Senate Interstate Commerce Committee, 69th Con- 
gress, rst Sess., Part 2, p. 208, March 27, 1926. 


* 266 U. S. 577 (1925). 


% Frost v. Railroad Commission, 240 Pac. 26 
(Cal. 1925); Holmes v. Railroad Commission, 242 
Pac. 486 (Cal. 1926). 


" Calif., Deering’s G. L. 1923, Act 5129, sec. 1; 
Kentucky, Act of March 5, 1926, sec. 27a; Minne- 
sota, L. 1925, ch. 185, sec. 2 (f); Mississippi, Act 
of March 18, 1926, sec. 3 (f), (4); Nevada, L. 
1925, ch. 161, sec. 1; New Jersey, L. 1926, ch. 
144, sec. 2, ch. 146, sec. 2; North Dakota, L. 1925, 
ch. 91, sec. r (D); Ohio Code, sec. 614-84 (a); 
Oregon, G. L. 1921 (Sp.) ch. 10, sec. 1 (¢); Vir- 
ginia, L. 1924, ch. 222, sec. 9; Wyoming, L. 1925, 
ch, 150. 


problem, for if the many carriers oper- 
ating under private contracts are free 
from regulation, it is obvious that regu- 
lation of public carriers will be made 
doubly difficult, and their economic 
situation rendered more precarious. 
Consequently it is not surprising to find 
the California Commission, for ex- 
ample, insisting on regulating such pri- 
vate contract carriers, not only before 
but since the Duke decision. The Cali- 
fornia Supreme Court, sensing the 
danger to the entire regulatory scheme, 
upheld the regulation, writing a long 
opinion in which the conclusion is 
reached that the Duke case applied only 
to private motor carriers entering into 
contracts before the advent of regula- 
tion. ** It is difficult to find any support 
for such a distinction in the Supreme 
Court’s opinion. 


Exemptions. It is common to find 
the Legislature expressly exempting cer- 
tain kinds of transportation for hire 
from the operation of the act. The 
exempted carriers include taxicabs, % 
school and church busses, ** sightseeing 





Some states expressly include taxicabs. Mary- 
land, Acts 1920, ch. 677; West Virginia, Barnes’ 
Code 1925, ch. 43, sec. 82. In those states regu- 
lating irregular operators, taxicabs would be sub- 
jected to regulation, unless the state commission 
has no authority over carriers exclusively within 
cities. New Jersey has just enacted a special taxi- 
cab act, L. 1926, ch. 249. 

For a discussion of this type of common carrier, 
see Schnader, “The Taxicab—Its Service and 
Regulation,” 116 The Annals 101 (1924). 


*Ida., L. 1925, ch. 197, sec. 1; Ia., L. 1925, ch. 
5, sec. 1 (a); Kansas, L. 1925, ch. 206, sec. x (d); 
Minn., L.. 1925, ch. 185, sec. 2 (f) ; Mississippi, Act 
March 18, 1926, sec. 3; N. Jersey, L. 1926, ch. 
144, sec. 2, ch. 146, sec. 2; N. Carolina, L. 1925, 
ch. 50, sec. 2; N. Dakota, L. 1925, ch. 91, sec. 
1 (D); Ohio Code, sec. 614-84a; S. Carolina, Acts 
1925, No. 170, sec. 2; S. Dakota, L. 1925, ch. 224, 
sec. 1 (i); Virginia, L. 1924, ch. 222, sec. 2. 

It estimated that 500,000 students daily use 
motor carriers in regular school service. See 
Covert, 5, Bus Transportation, 175. (April, 1926.) 
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busses, 7? and the transportation of 
agricultural products. *° 


Passenger or freight carriers. The 
Uniform Act applies to the carriage of 
both passengers and freight for hire; 
and this is the law in most of the states. 
But there are a number of important 
motor-carrier centers, as New York, 
New Jersey, and Massachusetts, in 
which regulation is restricted to passen- 
ger carriers. ™ 


Regular or irregular carriers. There 
is nothing in the concept of a “common 
carrier,” either as a doctrine of consti- 
tutional law or common law, which 
would make relevant the fact that car- 
riage is over a regular route, or between 
fixed termini. But in the actual admin- 


” Calif., Deering’s G. L. 1923, Act 5129, sec. 1; 
Kentucky, Act of March 5, 1926, sec. 27a; N. 
Carolina, L. 1925, ch. 50, sec. 2; Ohio, Code sec. 
614-84a; S. Carolina, Acts 1925, No. 170, sec. 2; 
Virginia, Laws 1924, ch. 222, sec. 2. 

Hotel busses, in a few states, are excluded. 
Minn., L. 1925, ch. 185, sec. 2 (f); Nevada, L. 
1925, ch. 161, sec. 1; N. Jersey, L. 1926, ch. 144, 
sec. 2; Ohio, Code, sec. 614-842; N. Dakota, L. 
1925, ch. 91, sec. 1 (D). 

As of January 1, 1926, there were 2,520 busses 
operating, in these two classifications, 5 Bus Trans- 
portation, 71 (Feb., 1926). 


* Calif., Deering’s G. L. 1923, Act 5129, sec. 
5; Kans. L. 1925, ch. 206, sec. t (d); Minn., 
L. 1925, ch. 185, sec. 2 (f); Montana, S. L. 1923, 
ch. 154, sec. 1 (¢); Mississippi, Act March 18, 
1926, sec. 3; N. Carolina, L. 1925, ch. 50, sec. 
2; N. Dakota, L. 1925, ch. 91, sec. 1 (D); 
Oregon, G. L. 1921, (Sp.) ch. 10, sec. 1 (¢); S. 
Carolina, Acts 1925, No. 170, sec. 2; S. Dakota, 
L. 1925, ch. 224, sec. 1 (i); Virginia, L. 1924, ch. 
222, sec. 2. In Montana and Oregon it is pro- 
vided that the commission may exempt “the trans- 
portation of freight or passengers by motor vehicle 
in rural communities when not done on a com- 
mercial basis.” 

For the reasons for this exemption, see the state- 
ments of Director of Public Works Kuykendall of 
Washington, Proceedings of the National Associa- 
tion of Railroad and Utilities Commissioners, 1923, 
p. 183, and 166. 


7 Alabama, L. 1919, sec. 361, schedule 8; Conn., 
P. A. 1921, ch. 77; Kentucky, Act of Mar. 5, 1926, 
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istration of the regulatory statutes, it 
has been found difficult to subject opera- 
tors without definite routes or termini, 
such as taxicab operators or general 
freight transfer companies, to the same 
detailed regulation which can readily be 
applied to established lines. Accord- 
ingly, many statutes expressly limit the 
field of regulation to motor carriers 
operating thus regularly. * But it would 
seem that without power in the commis- 
sion to control the operations of the ir- 
regular carriers, the regulated carriers 
may be subjected to such competition as 
will lead to high company mortality, a 
strong temptation upon regulated car- 
riers to evade control, highway conges- 
tion on the better routes—in brief, the 
defeat of the entire scheme of regula- 
tion. ** Recognizing the difficulties, on 


sec. 1; Maine, L. 1923, ch. 211, sec. 1; Massachu- 
setts, Acts 1925, ch. 280; Nebraska, see Order in 
Resolution 86, In the Matter of the Investigation of 
Common Carrier Bus Lines, Sept. 20, 1924; New 
Hampshire, L. 1919, ch. 86; New Jersey, L. 1926, 
ch. 146; New York, Cahill’s Consol. Stats., 1923, 
sec. 64-25, 26, as construed by the Commission in 
re George W. Graves, Case No. 7562, Second Dis- 
trict, decided June 15, 1920; Rhode Island, G. L. 
1923, ch. 254. 

* California, Deering’s G. ‘L. 1923, Act 5129, 
sec. 1 (c); Colorado, 3 Courtright’s Mill’s Ann. 
Stat. 1924, sec. 5933r; Connecticut, L. 1921, ch. 
77, sec. 1; Iowa, L. 1925, ch. 5, sec. 1 (a); Ken- 
tucky, Act of March 5, 1926, sec. 3, sec. 21, 21a; 
Maine, L. 1923, ch. 211, sec. 1; Maryland, Bagby’s 
Code 1924, Art. 56, sec. 255, 262, semble; Massa- 
chusetts, Acts 1925, ch. 280, sec. 1; Michigan, 
P. A. 1923, No. 209, sec. 1; Minnesota, S. L. 1925, 
ch. 185, sec. r and 2; Mississippi, Act of March 18, 
1926, sec. 3 (4), sec. 5 (distinction in degree of 
regulation only) ; Montana, S. L. 1923, ch. 154, sec. 
1 (c); New Jersey, L. 1926, ch. 144, sec. 2; Okla- 
homa, L. 1923, ch. 113, sec. 1 (5); Vermont, P. A. 
1925, No. 74, sec. 1; Washington, L. 1921, ch. 111, 
sec. r (d); West Virginia, Barnes’ Code 1925, ch. 
43, sec. 82, semble; Wisconsin, Stats. 1925, sec. 
194.01, guere. 


“The original auto transportation acts in sev- 
eral states undertook the regulation of companies 
operating between fixed termini or over a regular 
route only. Practical experience has disclosed that 
freight trucks and for-hire passenger cars, main- 
taining stands in the various cities and towns, are 
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the one hand, of detailed regulation of 
irregular carriers, and the dangers, on 
the other, of exempting them, the ex- 
perienced commissioners who drafted 
the Uniform Act have included both 
types under regulation, but have applied 
to each a different and appropriate kind 
of control. * This plan, in one form or 
another, is used in some of the states * 
and was adopted likewise by the confer- 
ence of experts which drafted the pro- 
posed Federal law. *° 


State regulation of interstate carriage. 
The great bulk of motor-vehicle busi- 





(Footnote 23 continued from page 263) 

operating over the routes covered by the certifi- 
cates of convenience and necessity issued to the 
auto transportation companies and are keenly 
competitive therewith. The major portion of the 
service performed by these concerns consists of 
freight transfer business and passenger taxicab 
operations in the various towns and cities; but, 
when opportunity presents itself, these companies 
transport persons and property between towns, 
cities, and localities over routes covered by cer- 
tificates of convenience and necessity. These in- 
dependent operators do not come within the pur- 
view of most of the regulatory acts. . . . They 
escape all regulation. . . They frequently engage 
in cutthroat competition with each other and with 
certificate holders to their own detriment and to 
the injury of regular certified operators and ulti- 
mately to the detriment of public service.”* 

*Report of Committee on Motor Vehicle Transportation, of 
National Association of Railroad and Utilities Commissioners, 
Proceedings, 1923, pp. 164-165. 

* See infra, p. 269. 

S$, Carolina, Acts 1925, No. 170, sec. 2 and 4 
(five classes) ; S. Dakota, L. 1925, ch. 224, sec. 10 
(four classes); Virginia, L. 1924, ch. 222, sec. 3, 
sec. 5 (2) (four classes). 

*S. 1734, A bill to regulate interstate commerce 
by motor vehicles operating as common carriers 
on the public highways, sec. 2; 69th Congress, rst 
Session. 

*"No reliable figures on the extent of regular 
interstate freight traffic by common carrier exists. 
The Bureau of Public Roads, United States Depart- 
ment of Agriculture, has assembled statistics upon 
inter- and intra-state tonnage in a few states. See 
the statement of J. G. McKay, Chief of the Divi- 
sion of Highway Economics of the Bureau, in the 
hearings on S. 1734, pp. 300 ff., and opposite charts 
taken from Facts and Figures in the Automobile 


Industry, pp. 39, 45- 


ness is confined to transportation within 
a single state. The accompanying table, 
showing common-carrier operation di- 
vided between inter- and intra-state 
traffic, demonstrates this quite clearly. 
** How far the states could go in regu- 
lating interstate motor carriers doing 
business within their boundaries was for 
years a mooted question. The Legisla- 
tures naturally enough sought to extend 
state control as far as possible without 
violation of the Federal Constitution, 
which forbids the states placing undue 
burdens upon interstate commerce. 
They therefore worded the statutes, in 





See also the results of the interesting field sur- 
veys made by the Bureau of Public Roads, included 
in the statements of Thomas H. MacDonald, Chief 
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of the Bureau, and Henry R. Trumbower, 
Economist for the Bureau, in the same Hearings, 
pp. 265 ff. and pp. 285 ff. The conclusions are 
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TaBLE I. INTRA- AND INTER-STATE Com- 
MON CARRIER PASSENGER OPERATION 
AS OF JANUARY I, 1926* 





District Intrastate Interstate 





New England 


No. Companies ........... 427 45 

No. Vehicles .............. 1,305 159 

MOREE 6 sic.sicic:aicinie csesines's 8,573 2,971 
North of Ohio and East of 

Mississippi 

No. Companies ........... 2,406 78 

No. Vehicles ............ 10,193 292 

J Ce errr 47,207 3,564 
Southeastern States 

No. Companies ........... 1,294 16 

No. Vehicles .............. 3,864 108 

ORE opi a5)6 0-0-4 os cre aieiblees 43,829 1,413 
Northwestern States 

No. Companies ........... §23 20 

No. Vehicles .............. 1,620 31 

RRM Sag cs Josie ciosineecics 31,560 273 

Southwestern States 

No. Companies ........... 663 20 

No. Vehicles .............. 25134 31 

WENO gi oisio'als i ciarceniscecieie 43,008 273 
Pacific Coast States 

No. Companies ........... 680 8 

No. Vehicles .............. 2,908 36 

OO RRR cerraerece 31,034 2,098 

Totals 

No. Companies ........... 5,993 181 

No. Vehicles ............. 22,024 659 

PROMO, a. 6:6:656: a. 010.0.04,<05s s006 205,211 13,390 





*Adapted from tabulations in 5, Bus Transportation, 70 
(February, 1926) by Edward F. Loomis. The figures do 
not include busses operated by electric and steam railroads, 
which have not been separated between intra- and inter-state 
operation, A total of 281 such companies are operating 
5,462 motor carriers over 16,766.6 miles. 





(Footnote 27 continued from page 264) 
sufficiently compact to reproduce here: 

“3, For distances over 60 miles, motor-truck 
tonnage is a small part of total tonnage, and 
commercial tariff hauling in motor trucks becomes 
almost insignificant when compared with total 
tonnage. 

* * 

“4. The relative insignificance of motor-truck 
freight for distances of over 50 to 60 miles indi- 
cates that in general such transportation will be 
intrastate rather than interstate except in regions 
near state lines.” p. 284. 


*Re Arizona Pacific Transit Co., Ariz. Corp. 
Comm., P. U. R. 1924 C, sor; East St. Louis, etc., 
Co. v. Dingerson, Ill. Commerce Comm., P. U. R. 
1924 C 127; Interstate Motor Transit Co. v. Kuy- 
kendall, 284 Fed. 882 (1922); Buck v. Kuykendall, 
295 Fed. 197, (U.S. Dist. Wash. 1924) ; Re Barnes, 
Wash. Dept. Pub. Works, P. U. R. 1923 E 719; 
Bartels v. Hessler Bros., et al., Ill, Commerce 
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many cases, so that interstate commerce 
was not specifically excluded, but placed 
the burden of deciding the question 
upon the courts. Such a formula was 
also adopted by the commissioners in 
drafting the Uniform Act. Many of 
the commissions, uniformly supported 
by the state courts, facing what they 
felt would be chaos if interstate carriers 
were free of the regulation to which 
their intrastate fellows were subjected, 
and seeking to protect their highways, 
assumed the same jurisdiction over in- 
terstate carriers as exercised over intra- 
state carriers. ** But when the Federal 
Supreme Court had presented to it the 
problem of certificates of convenience 
and indemnity bond requirements it 
completely reversed the theory and con- 
clusion of the state decisions. It held 
that for a state commission to deny a 
certificate to an interstate carrier, or re- 
quire it to furnish ee ti bonds, 
imposed a burden upon interstate com- 
merce inconsistent with the national 
Constitution. 

A wide field of regulation of inter- 
state carriers is still open to the states. 
The exaction of license fees for the use 





Comm., P. U. R. 1922 D 193; Chambersburg, etc., 
R. Co. v. Hardman, Pa. Pub. Ser. Comm., P. U. R. 
1921 C. 628; Interstate Transit Co. v. Derr, 71 
Mont. 222 (1924); In re Engelke, N. Y. Pub. Ser. 
Comm., P. U. R. 1922 C 71; Northern Pacific Ry. 
Co. v. Schoenfeldt, 123 Wash. 579 (1923); Schmidt 
v. Department of Public Works, 123 Wash. 705 
(1923); People v. Barbuas, 230 Ill. App. 560 
(1923); Bush & Sons v. Maloy, 123 Atl. 61 (Md. 
1924) ; Northern Pacific Ry. v. Schoenfeldt, 213 Pac. 
26 (Wash.); Gizszarelli v. Presbey, 117 Atl. 359 
(R. I.); Camas Stage Co. v. Kozer, 219 Pac. 95 
(Ore.) ; Liberty Highway Co. v. Michigan Public 
Utilities Commission, 294 Fed. 703 (U. S. D. 
Mich., E. D.). 


* Buck v. Kuykendall, 267 U. S. 307 (1925); 
Bush v. Maloy, 267 U. S. 317 (1925). 

See also: Michigan Public Utilities Comm. Vv. 
Duke, 266 U. S. 570 (1925); Newport Electric 
Corp. v. Oakley, 129 Atl. 613 (R. I. 1925) ; Red Ball 
Transit Co. v. Marshall, 8 Fed. (2d) 635, 639 
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of the highways, requiring the registra- 
tion and licensing of drivers, regulating 
speed, routes, number of passengers 
carried, the character of the equipment 
and service, and similar phases of inter- 
state traffic, are still proper, *° since 
these regulations are considered within 
the police power of the state, and are 
not “undue” or “direct” burdens upon 
interstate commerce. * 

Following the Supreme Court deci- 
sion, many motor companies extended 
their termini across state lines—in some 
cases only a few miles—and thus re- 
lieved themselves of state regulation, 
with resulting confusion and injury to 
the regulation of intrastate carriage. * 





(Footnote 29 continued from page 265) 

(1925); People v. Yahne, 235 Pac. 50 (1925 Cal.) ; 
Cannon Ball Transportation Co. v. Public Utilities 
Comm., 149 N. E. 713, 715 (Oh. S. 1925). 


* Buck v. Kuykendall, 267 U. S. 307 at 315 
(1925); Hendrick v. State of Maryland, 235 U. S. 
610 (1915); Kane v. State of New Jersey, 242 
U. S. 160 (1916); Newport Electric Corp. v. Oak- 
ley, supra. See also 39 Harvard Law Review, 900. 


*See Barrows v. Farnum’s Stage Lines, 150 
N. E. 206 (Mass. 1926); Red Ball Transit Co. 
v. Marshall et al, supra; Liberty Highway Co. v. 
Michigan Public Utilities Comm. et al., 294 Fed. 
703, at 708 (Mich. 1923); Hendrick v. Maryland, 
supra; Newport Electric Corp. v. Oakley, supra; 
Cannon Ball Transportation Co. v. Public Utilities 
Commission, supra; Re Brewster-Danbury Motor 
Bus, Inc., N. Y. Pub. Ser. Comm., P. U. R. 1925 D 
307; Re E. H. Scott Transportation Co., Pa. Pub. 
Serv.:Comm., P. U. R. 1925 D 529. 

For a collection of strictly analagous cases, see 
Frankfurter & Landis, “The Compact Clause of 
the Constitution—A Study in Interstate Adjust- 
ments,” 34 Yale Law Journal, 685, 723, note 142; 
and on the power of the states to regulate inter- 
state business through taxation, see the standard 
discussion by Professor Powell, “Indirect En- 
croachments on Federal Authority by the Taxing 
Powers of the States,” 31 Harvard Law Review, 
321, 572, 721, 932, and 32 ibid 234, 374, 634, 902. 

See the open letter of Chester G. Moore, a 
prominent Illinois operator, in 5, Bus Transporta- 
tion, 31 (1926) and comment on the Rhode Island 
situation resulting from the recent decisions in 
ibid, at p. §2 (1926). 

The bill, known as S. 1734, was drafted by 
a special committee of the National Association 


A movement for a Federal statute to 
bring interstate carriers under regula- 
tion was immediately set on foot, a na- 
tional association of bus operators 
favoring regulation was formed soon 
after and a legislative proposal drafted 
and introduced into Congress. ** The 
outstanding legislative problem in this 
field at the present time, and one over 
which a fierce controversy rages, is the 
proper extent and machinery of such 
Federal regulation. * 


State-wide versus local regulation. 
The statutes show the greatest diversity 
in the apportionment of regulatory 
power over that portion of motor opera- 





of Railroad and Utilities Commissioners, headed 
by John E. Benton, its General Solicitor, and 
modified in conferences with the interests repre- 
sented by the National Automobile Chamber of 
Commerce, the Bus Division of the American 
Automobile Association, the American Electric 
Railway Association, the Association of Railway 
Executives, and the American Short Line Railroad 
Association. 


** Representatives of the trucking interests seem 
unanimously opposed to the type of control pro- 
_posed by S. 1734, and apparently, to any and all 
regulation. See 36, Power Wagon, Nos. 254, 255, 
256 (Jan., Feb., and March, 1926) and Hearings 
on S. 1734, 69th Congress, 1st Session. 

An interesting repercussion of the Supreme 
Court decisions and the resultant controversy 
(which is now filling the trade journals of the 
bus and truck industry) is to be found in a recent 
enactment of the California Legislature. The 
California motor-carrier statute, before the Buck 
case, excluded interstate commerce “except in so 
far as the same may be permitted under the pro- 
visions of the Constitution of the United States 
and the Acts of Congress’—the usual formula. 
*But after the Buck case the Legislature added 
the following proviso: “Provided, however, that 
with reference to transportation companies oper- 
ating solely in interstate commerce between any 
point or points within this state and any point or 
points in any other state or in any foreign nation, 
the Railroad Commission shall have the power 
to prescribe such reasonable, uniform and non- 
discriminatory rules and regulations in the in- 
terest and aid of public welfare, security, safety, 
convenience and general welfare, as shall in its 
opinion be required by public convenience and 
Necessity.” (Stat. 1925, ch. 254, Pp. 433.) 
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MOTOR CARRIERS AND THE STATE 


tion conducted within municipalities. 
Such division of authority in this specific 
situation depends first of all upon the 
measure of local control which the par- 
ticular state Legislature or state consti- 
tution has vested in local governments. 
Generally speaking, “the control of the 
highways is, in the first instance, lodged 
in the Legislature of the state,” * but 
this power is usually delegated, in whole 
or in part, to the local governing bodies. 
*° The Legislature, of course, can always 
change the extent of local control thus 
delegated, unless the state constitution 
contains a “home-rule’’ limitation, re- 
serving to localities power over their 
own highways, beyond state interfer- 
ence. 

These principles of general municipal 
corporation law form the background 
upon which the motor-carrier statutes 
are projected. Where the state con- 
stitution gives full authority to the 
municipalities, state regulation of mo- 
tor carriers halts at the limits of the 
city, or affects only intercity operation. 


* Huddy, Automobiles, 7th ed. 1924, p. 554. 


"See, for examples, Tennessee, Shannon’s Code, 
1918, sec. 3076 a-8 ff; Iowa, 1924 Code, ch. 306, 
sec. 5926-37. 

For extended discussions of Municipal regula- 
tion of motor vehicles, see Babitt, The Law as 
Applied to Motor Vehicles, (3 ed.), 1923, chaps. 
xiv, xv; Huddy, Law of Automobiles, (7th ed.) 
1924, chap. ix, sec. 146 to 151 (for hire motors) ; 
Berry, Automobiles, 4th ed. 1924, chaps. iv, vi. 


See, for examples, Village of Perrysburg v. 
Ridgway, 108 O. S. 245 (1923); Murphy v. City 
of Toledo, 108 O. S. 343 (1923). But cf. Lorain 
Street R. Co. v. Public Utilities Comm., 148 N. E. 
577 (Oh. 1925). 


* Ark., G. A. 1921, No. 124, sec. 8; Cal., Deer- 
ings’ G. 'L. 1923, Act 5129, sec. 5, but cf. sec. 4, 
Pp. 1905; Idaho, L. 1925, ch. 197; Illinois, 7 Calla- 
ghan’s Stat. Ann., ch. r11ra, Art. VI, sec. 100, 
(if cities accept jurisdiction by referendum) ; 
Indiana, L. 1925 ch. 46, sec. 5, subject to condi- 
tions; Kansas, L. 1925, ch. 206, sec. 1 (d); Ky. 
Act of March 5, 1926, sec. 27a, as to streets not 
maintained in whole or part by other than local 
funds; Massachusetts, G. L. 1925, ch. 159, sec. 47, 
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°* Many states, even without such consti- 
tutional limitations, have denied the 
state commissions authority to regulate 
wholly within municipalities. ** And 
since in such states the Legislatures had 
previously in general statutes delegated 
broad powers to municipalities over 
their streets, the result of this limitation 
upon state regulation has been to permit 
extensive city control, even over such 
matters as rates and equipment, as well 
as over speed, safety, routing, and other 
trafic regulations. Another familiar 
form of statute grants state-wide author- 
ity to the commission, but requires mo- 
tor carriers, as a prerequisite of opera- 
tion within cities, to obtain the consent 
of local authorities. *° In New York 
state two commissions divide control: 
the Transit Commission governs motor 
carriers in or near New York City, the 
Public Service Commission regulates in- 
tercity operation in the remainder of 
the state, although each locality has 
large powers over the use of its own 
streets. *° 





with appeal to state authority; Michigan, P. A. 
1923, No. 209, sec. 1, sec. 8; Mont. L. 1923, ch. 
154, sec. 1 (c), sec. 3; Nevada, L. 1925, ch. 161, 
sec. 1; New Jersey, L. 1926, ch. 144, sec. 2, but 
cf. L. rgr1, ch. 195, sec. 24; New York, see infra, 
Footnote 40; N. Carolina, P. L. 1925, ch. 50; N. 
Dakota, L. 1925, ch. 91, sec. 1 (D); Ohio, Page’s 
1926 Code, sec. 614-84, and including territory 
contiguous to municipality; Oklahoma, L. 1923, 
ch. 113, sec. 2; Oregon, G. L. 1921 (Sp.) sec. 
1 (c); S. Dakota, L. 1925, ch. 224, sec. 1 (i); Vir- 
ginia, L. 1924, ch. 222, sec. 9, see also, G. L. 
1923, sec. 3712; Washington, L. 1923, ch. 79, sec. 
1 (d); See Mississippi, Act March 18, 1926, sec. 
3 (b), (A), and sec, 18. 


See: Massachusetts, Acts 1925, ch. 280, but cf. 
G. L. ch. 159, sec. 47; New Jersey, L. 1926, ch. 
144, sec. 2, but cf. L. 1911, ch. 195, sec. 24, and 
L. 1926, ch. 44, sec. 3, and ch. 146, sec. 2; Utah, 
Comp. St. 1917, sec. 4818; Washington, Reming- 
ton’s Comp. St. 1923, sec. 6382 as to first-class cit- 
ies; W. Virginia, Barnes’ Code 1925, ch. 43; 
Wisconsin, Stat. 1925, sec. 194.07. 


“See Cahill’s Consolidated Laws, 1923, chaps. 
64-25; 49-5 (1); 64-26, and chap. 27, sec. 288, 
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III. Authorization of Operation: 
Certificates of Convenience 
and Necessity 


Certificates and permits. We have 
noted the fact that the draftsmen of the 
Uniform Act have recommended the 
regulation not only of carriers over 
regular routes or between fixed termini, 
beyond which most states do not go, but 
irregular operators as well. But the 
commissioners provided a_ different 
mode of regulation for each class. Cer- 
tificates, the issuance of which the com- 
mission has discretion to grant or deny, 
depending upon public convenience and 
necessity, are a prerequisite of opera- 
tion over regular routes and between 
fixed termini. Irregular operators, 
however, are granted a permit, “* as a 
matter of right, regardless of public 
needs, if they fall within the general 
legislative classification. Regulation 
in the public interest is effected by re- 


“This permit is in the nature of a license. 
It creates no property right or contract between 
the state and the holder as to the terms of 
operation; it may be revoked at will, and with- 
out a hearing. See Burgess v. Brockton, 235 
Mass. 95 (1920); Foshee v. State, 72 So. 685 
(Ala. A. 1916); Chicago v. Gall, 195 Ill. A. 41 
(1915); La Plante v. State Board, 131 Atl. 641 
(R. I. 1926). 

A certificate of convenience, on the other hand, 
is in the nature of a limited franchise, and is 
a property right which is protected from inter- 
ference at the hands of third persons. Public 
Utilities Commission v. Garviloch, 181 Pac. 272 
(Ut. 1919). But the property right conferred is 
of a limited sort, since it may be revoked by 
the state for good cause. Scheible et al v. 
Hogan, 148 N. E. 581 (Oh. S. 1925). 


“ Arizona, L. 1919, ch. 130; California, Deer- 
ing’s G. 'L. 1923, Act 5129; Colorado, Comp. L. 
1921, sec. 2914; Conn., P. A. 1921, ch. 77, sec. 
3; Illinois, 7 Callaghan’s Stat. Ann., ch. 1114, sec. 
71; Indiana, L. 1925, ch. 46, sec. 2; lowa, A. 1925, 
ch. 5, sec. 4; Kansas, L. 1925, ch. 206, sec. 5; Ken- 
tucky, Act of March 5, 1926, sec. 3; Maine, L. 
1921, ch. 184; L. 1925, ch. 211; Maryland, Bagby’s 
Ann. Code, Art. 56, sec. 255, 262; Mass., Acts 1925, 
ch. 280; Michigan, P. A. 1923, No. 209; Minn., 
S. L. 1925, ch. 185, sec. 5 (a); Mississippi, 


serving to the commission the power to 
revoke such permits for violation of its 
rules and regulations. 

Generally speaking, however, this 
distinction between the use of certificates 
and permits has not found great favor 
among the Legislatures. The well-nigh 
universal requirement is simply that all 
motor carriers subject to regulation se- 
cure a certificate, and the commission is 
empowered to issue such certificates 
only if the public necessity and con- 
venience require. * 


Considerations for the commission in 
the issuance of certificates. In directing 
the commissions to allow motor carriers 
to operate only when the “public neces- 
sity and convenience require” the Legis- 
latures probably did not have primarily 
in mind the protection of the public 
from the overcrowding of streets and 
highways, and other similar physical 
effects. ** The statement of Mr. Jus- 





Act March 18, 1926, sec. 1, sec. 6; Montana, L. 
1923, ch. 154, sec. 4; Nevada, L. 1925, ch. 161; 
sec. 3; New Hampshire, L. 1919, ch. 86, sec. 2; 
New York, Cahill’s Consol. Stat. 1923, ch. 64-25; 
N. Carolina, L. 1925, ch. 50, sec. 3; N. Dakota, 
L. 1925, ch. 91, sec. 5; Pa., Stat. 1920, sec. 18150; 
sec. 18088; Ohio, Page’s Code 1926, sec. 614-87, 614- 
88; Okla., L. 1923, ch. 113, sec. 4; Rhode Island, 
G.L. 1923, sec. 3724; S. Dakota, L. 1925, ch. 224; 
S. Carolina, Acts 1925, No. 170; Utah, Comp. 
Stat. 1917, sec. 4818; Vermont, P.A. 1925, No. 
74, sec. 2; Virginia, L. 1924, ch. 222; Washing- 
ton, L. 1921, ch. 111, sec. 4; W. Va., Barnes’ 
Code, 1925, ch. 43, sec. 82; Wisconsin, Stat. 1925, 
sec. 194.02. Although the statute under which 
the Arkansas Commission has recently assumed 
jurisdiction does not authorize this requirement, 
the Commission demands such a certificate as a 
prerequisite of operation, presumably under its 
general authority to promulgate rules for opera- 
tion. Wyoming’s Commission also makes this 
requirement, relying upon L. 1915, ch. 146, sec. 
45, although this section does not seem to sustain 
the jurisdiction. 

“Brandeis, J., for the Court (McReynolds, J. 
dissenting) in Buck v. Kuykendall, 267 U. S. 307, 
at 315-316 (1925). 

“It may be assumed that Section 4 of the state 
statute is consistent with the 14th amendment; 
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tice Butler in the Duke case, ** that 
“these requirements have no relation to 
public safety or order in the use of... 
the highways,” seems to be sound. The 
primary object of the Legislature was 
probably the protection of the public 
interest through the elimination of cut- 
throat competition between motor car- 
riers, as well as between motor carriers 
and the older transportation agencies: 
electric and steam roads. The function 
of this requirement, as many statutes 
imply and some state explicitly, is to pre- 
vent such unrestrained competition as 
may result in a high mortality among 
motor carriers, making reliable trans- 
portation by motor impossible, and on 
the other hand, to prevent such inroads 
into the business of electric and steam 





(Footnote 43 continued from page 268) 

and also, that appropriate state regulations 
adopted primarily to promote safety upon the 
highways and conservation in their use are not 
obnoxious to the Commerce Clause, where the 
indirect burden imposed upon interstate com- 
merce is not unreasonable. . . . The provision 
here in question is of a different character. [It 
required certificates for operation.] Its primary 
purpose is not regulation with a view to safety 
or to conservation of the highways, but the pro- 
hibition of competition. It determines not the 
manner of use, but the persons by whom the 
highways may be used.” 

See also People v. Yahne, 235 Pac. 50, at p. 51, 
(Cal. 1925); Bush v. Maloy, supra; Michigan 
Public Utilities Comm. v. Duke, supra. 

“266 U. S. 570, at 577 (1924). 

“See the situation out of which United States 
v. Trans-Missouri Freight Association, 166 U. S. 
290 (1897) arose, and the remarks of Mr. Justice 
Peckham writing for the majority; see also a 
striking case of cutthroat competition in United 
Railroads of San Francisco v. San Francisco, 249 
U. S. 517. 

“See Colorado, Courtright’s Mill’s Ann. S. sec. 
5933 i (a); Ind. L. 1925, ch. 46, sec. 2; Kans. L. 
1925, ch. 206, sec. 4; Ky., Act. of Mar. 5, 1926, 
sec. 4; Minn., S. L. 1925, ch. 185, sec. 4, 8; Miss., 
Act March 18, 1926, sec. 5, 8; Montana, L. 1923, 
ch. 154, sec. 4; N. Dakota, L. 1925, ch. 91, sec. 
4 5, 8; N. Jersey, L. 1926, ch. 144, sec. 3, 5; 
Ohio, Code sec. 614-87; Okla., L. 1924 (Sp.) ch. 
105, sec. 2; S. Dakota, L. 1925, ch. 224, sec. 3, 
10; Virginia, L. 1924, ch. 222, sec. 3 (but cf. if 
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roads as to impair their efficiency. The 
doctrine under which the railroads op- 
erated for so many years; i. ¢., that the 
public interest is best served by the 
encouragement of competition ** has 
apparently had its day; at all events an 
antithetical theory prevails in the legis- 
lation governing motor carriers, as 
reflected in numerous state statutes. *° 
In some of the state statutes such direc- 
tions to the commission are set out at 
considerable length and detail. 

Even in the absence of legislative 
definition of what constitutes public 
necessity and convenience many of the 
commissions have taken into considera- 
tion existing transportation facilities, 
and the courts have supported them in 
so doing. ** But the existing agencies 





no Class A certificate holder in the territory) ; 
Wash., L. 1921, ch. 111, sec. 4; W. Va., Barnes’ 
Code 1925, ch. 43, sec. 82; 

But compare South Carolina, Acts 1925, No. 
170, sec. 4; Vermont, G. L. 1917, sec. 5068; Vir- 
ginia, L. 1924, ch. 222, sec. 3 (where there is no 
Certificate A holder in the territory); Wis., 
Stats. 1925, sec. 194.02. 

Statutes recognizing the public interest against 
uneconomic competition frequently require that 
notice of hearing upon an application for a cer- 
tificate be served upon other transportation 
agencies, and that they be considered “interested 
parties” to such a hearing, with a right to intro- 
duce evidence against the issuance of the cer- 
tificate sought. For examples, see Kentucky, Act 
March 5, 1926, sec. 14; Minn., S. L. 1925, ch. 
185, sec. 14; N. Dakota, L. 1925, ch. 91, sec. 4, 
and so forth. 

“See, for examples, McLain v. Public Utilities 
Commission, 110 Oh. S. 1, especially at pp. 12-13; 
Allegheny Valley Street Railway Co. v. Greco, 
(Pa. Pub. Serv. Comm, 1916), P. U.R. 1917 A 723; 
Petition of Gray, (N. Y. Pub. Serv. Comm.) 
P. U. R. 1916 A 33; Re F. A. Wilson & Co., (Cal. 
R. R. Comm., 1920), P. U. R. 1920 C 635; Re 
Motor Transit Co., (Cal. R. R. Comm.), P. U. R. 
1922 D 495; Re Stedman, Re North River Trans- 
portation Co., (Wash. Dept. Pub. Works), P. U. R. 
1925 D 812; Eager v. Public Utilities Commission 
of Ohio, 149 N. E. 865 (Oh. S. 1925); Cincinnati 
Traction Co. v. Public Utilities Commission, 148 
N. E. 921 (Oh. St. 1925). See also the valuable 
note by Leslie Young, in 24 Michigan Law Re- 
view, 393 (Feb. 1926), and Slater, “A Study of 
the Motor Bus as a Competitor of the Railroads,” 
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are not staking their economic lives 
upon such favorable action alone. Steam 
and electric roads are themselves going 
into the motor transport business on a 
big scale, not only for terminal services, 
but with extensive passenger routes as 
well. This development is reflected in 
the crop of 1925 statutes specifically 
authorizing established carriers to go 
into the new business. * 

A number of states have made the 
character and permanency of the pro- 
posed service a relevant consideration 
for the commission in passing upon an 
application. * 

Ordinarily the term of certificates is 
indefinite, but some statutes set a maxi- 
mum time limit, or require annual re- 
newals, °° 





(Footnote 47 continued from page 269) 

in the Journal of Land & Public Utility Eco- 
nomics for April, 1926. Compare Rapid Railway 
Co. v. Michigan Public Utilities Commission, 225 
Mich. 425 (1923), in which the Michigan Su- 
preme Court held that the Commission is limited 
in its inquiry concerning the extent of other trans- 
portation facilities, to motor-vehicle rivals. Fel- 
lows, J. dissented, in a strong opinion which 
represents the general law. 


“Ga., L. 1925, No. 421; Ind. L. 1925, ch. 46, 
sec. 6; Mass. Acts 1925, chap. 125, and see G. L. 
ch. 161, sec. 44; Neb. L. 1925, ch. 39; N. H. L. 
1925, ch. 67; N. J. L. 1925, ch. 244; R. I, P. L. 
1925, ch. 635, and see G. L. 1923, sec. 3726; Vt. 
P. A. 1925, No. 90. See Facts and Figures 1926, 
National Automobile Chamber of Commerce, p. 33 
ff., and 5 Bus Transportation 72 (Feb. 1926). 


“See Iowa, L. 1925, ch. 5, sec. 5 (applicant 
must show financial ability to carry out the ser- 
vice proposed); Kansas, L. 1925, ch. 206, sec. 4 
(whether permanent or all-year-round a factor) ; 
Minn., S. L. 1925, ch. 185, sec. 8 (permanency a 
factor); Miss., Act March 18, 1926, sec. 8 (per- 
manency and continuity are to be considered) ; 
S. Dakota, L. 1925, ch. 224, sec. 10 (continuity a 
factor); S. Dakota, L. 1925, ch. 224, sec. 14 
(financial capacity a factor); Wyoming, Comp. 
St. 1920, sec. 5497 (financial ability a factor). 


See Kentucky, Act March 5, 1926, sec. 7 
(renewable annually) ; Maryland, 2 Bagby’s Ann. 
Code 1924, Art. 56, sec. 255 (term not to exceed 
20 years); Michigan, P. A. 1923, No. 209, sec. 8 
(renewable annually); N. Carolina, L. 1925, ch. 
50, sec. 3 (three-year term) ; W. Virginia, Barnes’ 


Revocation or alteration of certifi. 
cates and permits, The Uniform Act 
vests the regulating commission with the 
power to “suspend, revoke, alter or 
amend any certificate or permit issued” 
by its authority, wherever it appears 
that a holder “wilfully violates or re- 
fuses to observe” the orders of the com- 
mission or the provisions of the statute. 
While many commissions have been 
given this limited power, * in some 
states the commissions are given the 
broad, almost unlimited power to re- 
voke, suspend, or alter certificates when- 
ever in the judgment of the commission 
such changes are necessary in the public 
interest. ** Not only the Uniform Act, 
but most of the statutes provide speci- 
fically for notice and opportunity to be 





Code 1925, ch. 43, sec. 82 (not to exceed five- 
year term). 

The power of the commissions to grant cer- 
tificates upon terms and conditions imposed by 
them, a power often conferred, could probably 
be used to require periodic renewals, even where 
no limitation upon the term of certificates is pro- 
vided. The following states expressly authorize 
the issuance of certificates upon terms and condi- 
tions to be fixed by the commission, or for the 
partial exercise only of the privileges applied 
for: 

Cal., Deering’s G. L. 1923, Act 5129, sec. 5; 
Ia., L. 1925, ch. 5, sec. 5, 8; Kans., L. 1925, ch 
206, sec. 4; Maryland, 2 Bagby’s Ann. Code, 1924, 
Art. 56, sec. 255, 262; Mass., Acts 1925, ch. 280, 
sec. 2; Minn., S. L. 1925, ch. 185, sec. 8; Miss., 
Act March 18, 1926, sec. 5; N. Carolina, L. 1925, 
ch. 50, sec. 3; N. Dakota, L. 1925; ch. 91, sec. 5; 
Ohio, Code sec. 614-87; Okla., L. 1923, ch. 113, 
sec. 4; Virginia, L. 1924, ch. 222, sec. 3 (as to 
Class A and B only); Washington, L. 1921, ch. 
111, sec. 4; Wyoming, Comp. St. 1920, sec. 5497. 

"Idaho, L. 1925, ch. 197, sec. 4; Ky., Act March 
5, 1926, sec. 13; Maryland, Bagby’s Ann. Code, 
1924, Art. 56, sec. 255, 262; Mich., P. A. 1923, No. 
209, sec. 6; Montana, L. 1923, ch. 154, sec. 5; 
New Jersey, L. 1926, ch. 144, sec. 3 (of local 
consent); N. Dakota, 'L. 1925, ch. 91, sec. 4; S. 
Carolina, Acts 1925, No. 170, sec. 12 (grounds 
specified and exclusive); Virginia, L. 1924, ch. 
222, sec. 3 (grounds specified and exclusive) ; 
Washington, L. 1921 ch. 111, sec. 3; W. Virginia, 
Barnes’ Code, 1925, ch. 43, sec. 82 (See State ex re 
v. Fortney, 93 W. Va. 292) (1923). 

52See California, Deering’s G. L. 1923, Act 
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heard, before revocation or alteration, 
°8 and sometimes expressly protect the 
holder’s privilege to test the commis- 
sion’s order in the courts. ™ 


Transfer of certificates. By the pro- 
visions of the Uniform Act certificates 
of public convenience and necessity “may 
be sold, assigned, leased, and trans- 
ferred as other property,” but not with- 
out the authorization of the commission. 
Such clauses are well-nigh universal. © 
In some states, where there is no 
specific provision as to transfer, the re- 
quirement of commission approval for 
acquisition or control of competing util- 
ities, through lease, stock purchase, 


(Footnote 52 continued from page 270) 

5129, sec. § (“for good cause”); Iowa, L. 1925, 
ch. 5, sec. 17 (“for just cause”); Kans. L. 1925, 
ch. 206, sec. 8 (“for good cause”); Ohio, Code 
sec. 614-87 (“for a good cause”); Okla., L. 1923, 
ch. 113, sec. 4.; Ore., L. 1921, (Sp.) ch. 10, sec. 5 
(“or for such other cause as the said Commis- 
sion may deem sufficient). The very generality of 
the statutes of other states would seem to authorize 
a similarly broad exercise of power, but in the 
above states the Legislatures have been explicit. 


* California, Deering’s G. L. 1923, Act 5129, 
sec. 5; Kansas, L. 1925, ch. 206, sec. 8; Ky., Act 
of March 5, 1926, sec. 13; Mich., P. A. 1923, No. 
209, sec. 6; Minn., S. L. 1925, ch. 185, sec. 4; Miss., 
Act March 18, 1926, sec. 5; Montana, L. 1923, 
ch. 154, sec. 5; N. Jersey, L. 1926, ch. 144, sec. 
3; N. Carolina, L. 1925, ch. 50, sec. 5; N. Dakota, 
L. 1925, ch. 91, sec. 4; Ohio, Code sec. 614-87; 
Oklahoma, L. 1923, ch. 113, sec. 4; Ore. L. 
1921 (Sp.) ch. 10, sec. 5; S. Carolina, Acts 1925, 
No. 170, sec. 12; S. Dakota, L. 1925, ch. 224, sec. 
7; Virginia, 'L. 1924, ch. 222, sec. 3; Wash., Rem- 
ington’s Comp. St. Sec. 6389; W. Va., Barnes’ Code 
1925, ch. 43, sec. 82. 


“See Kentucky, Act of Mar. 5, 1926, sec. 13; 
Minnesota, L. 1925, ch. 185, sec. 4; Miss., Act 
March 18, 1926, sec. 5; Virginia, L. 1924, ch. 
222, sec. 3; Washington, L. 1921, ch. 111, sec. 3. 
Even without such express provisions for review 
of an order of revocation, such an order would 
be subject to review in the same manner as any 
other commission order. 


© Ariz., L. 1919, ch. 130, sec. 3 (¢); Cal., Deer- 
ing’s, G. L. 1923, Act 5129, sec. 5; District of 
Columbia, Code 1924, Par. 54, p. 589; Ia., L. 1925, 
ch. 5, sec. 11; Ky., Act of March 5, 1926, sec. 12; 


merger, and the like, may lead to a 
similar result. °° Where the assignee or 
legal representative of the holder of a 
certificate, obtained as a matter of right 
under a “grandfather clause,” *" sought 
to exercise privileges under the certifi- 
cate, the commissions and courts have 
generally held such certificates to be 
valid only when operations are con- 
ducted by the original holder himself.* 


IV. Commission Control of Carrier 


Affairs 


Control over financial affairs. While 
the commissions have not yet assumed 
that extensive control over the financial 





Minn., S. L. 1925, ch. 185, sec. 9; Miss., Act 
March 18, 1926, sec. 9; Mont., L. 1923, ch. 154, 
sec. 4; New Jersey, L. 1926, ch. 144, sec. 3; N. 
Carolina, L. 1925, ch. 50, sec. 3 (d) (5); N. Dakota, 
L. 1925, ch. 91, sec. 5; Ore. G. L. 1921 (Sp) ch. 
10, sec. 4; S. Dakota, L. 1925, ch. 224, sec. 12; 
Washington, L. 1921, ch. 111, sec. 4; W. Va., 
Barnes’ Code 1925, ch. 43, sec. 82. 

In Kansas a purchaser or assignee seems to 
have a right to the privileges of the certificate 
purchased, regardless of Commission approval, 
L. 1925, ch. 206, sec. 4. In Michigan there can 
be no assignment of permits, P. A. 1923, No. 209, 
sec. t. In Ohio the personal representative of 
a deceased certificate holder succeeds to his an- 
cestor’s rights thereunder, but in cases of other 
transfers, or continuation by surviving partners, 
the transfer must be approved, Code 614-874. 

As soon as sufficient certificates have been 
issued, to handle adequately the needs of a cer- 
tain route or territory, entrance into the field (as 
by railroads—the current tendency) must become 
more or less a matter simply of buying out exist- 
ing companies and their certificate rights. The 
importance of the transfer approval provisions is, 
therefore, likely to be considerable. 


“See Footnote 69, infra. 


*™ Many separate motor carrier statutes, as well 
as the Uniform Act, provide that those operating 
motor carriers in good faith upon a date certain 
(usually a date shortly prior to the passage of 
the regulatory act) shall be granted a certificate 
as a matter of right. 


® Estabrook v. Public Utilities Commission, 112 
Oh. S. 417 (1925); Red Ball Transit Co. v. Public 
Utilities Commission, 112 Oh. S. 462 (1925). 
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affairs of motor carriers which is now 
quite universal in the case of other pub- 
lic utilities, yet, under the statutes, they 
have great potential powers. The 
draftsmen of the Standard Act recom- 
mend that the commissions be author- 
ized to “‘fix, alter, and amend just, fair, 
reasonable and sufficient rates, fares, 
charges and classifications,” and be 
. given power over accounts and authority 
to require financial and other reports, 
and such powers have been widely 
granted. 

Wherever commission control is at 
all extensive, the power to regulate 
rates is invariably granted.* By no 
means all commissions having power to 
regulate rates have exercised the power, 
and for various reasons. The Nebraska 
Commission refused to exercise such 
power, declaring: ‘“There does not 
seem to be any necessity for regulation 
of rates or schedules at this particular 
time. When the industry becomes sta- 
bilized and the pioneer stage has been 


” Arizona, L. 1919, ch. 130, sec. 5, 6; Ark., G. A. 
1921, No. 124, sec. 4, 5, 6; Calif., Deering’s G. L. 
1923, Act 5129, pp. 1904-5; Colo., C. L. 1921, sec. 
2924, 2925, 2926, 2927, 2934; District of Col., Code 
1924, Par. 2, p. 579, Par. 24, 25, 26, 27, 28, 30, 
41; Kans., L. 1925, ch. 206, sec. 2, 3; Kentucky, 
Act March 5, 1926, sec. 9, 10; Iowa, L. 1925, ch. 
5, sec. 2; Illinois, 7 Callaghan’s Stat. Ann., ch. 
111a, Art. IV, sec. 47, 48, 49, 50, 51, 52, 54, 56; 
Indiana, Burns Ann. Stat. 1926, sec. 10052 t 2, $ 1, 
o 1; Maine, L. 1921, ch. 184, sec. 2; Maryland, 
Bagby’s Ann. Code, 1924, Art. 23, sec. 362, 364, 
365, 373; Mass., Act 1925, ch. 280, subjecting motor 
carriers to G. L. ch. 159, sec. 13, 14, 17, 18, 19; 
Michigan, L. 1923, No. 209, sec. 1, Comp. L. sec. 
8164 (7); Minn., S. L. 1925, ch. 185, sec. 4; Miss., 
Act March 18, 1926, sec. 5; Montana, L. 1923, ch. 
154, sec. 3; Neb., Comp. St. 1922, sec. 5466; L. 
1923, ch. 172; N. Jersey, L. 1911, ch. 195, 
p. 377; L. 1921, ch. ror, sec. 17 (2); New York, 
Cahill’s Consol. L. 1923, ch. 49-26, 28, 29, 49; N. 
Carolina, L. 1925, ch. 50, sec. 4; N. Dakota, L. 
1925, ch. 91, sec. 4; Ohio, Code 614-12, 13, 16, 18, 
20, 32, 86; Okla., L. 1923, ch. 113, sec. 2, 3; Ore- 
gon, G. L. 1921, (Sp) ch. 10, sec. 3; Penna., Pa. 
Stat. 1920, sec. 18059, 18061, 18063, 18127; Rhode 
Island, G. L. 1923, sec. 3723, 3732; S. Carolina, 
Acts 1925, No. 170, sec, 10; S, Dakota, L. 1925, ch. 


passed, such regulation will probably be 
desirable.” °° The thorny economic 
problem of the effect of motor rates 
upon steam and electric carriers has 
been the subject of considerable legisla- 
tive direction to the commissions. * For 
example, in two statutes enacted in 
1925, the Legislatures instructed the 
commissions in considerable detail upon 
this matter. “In fixing the tariff or 
rates...,” read the North and South 
Dakota laws, * “the Commission shall 
take into consideration, among other 
things,...the effect of such tariff and 
rates upon other common carriers, if 
any, and as far as possible avoid detri- 
mental and unreasonable competition 
with existing transportation service.” 
Not only the Uniform Act, but most 
of the statutes authorize the commis- 
sions to control the accounts and ac- 
counting systems of motor carriers, and 
quite generally specify that uniform 
systems may be prescribed. ** Many 
general public utility statutes require a 





224, sec. 3, 4; Tennessee, P. A. 1919, ch. 49, sec. 4, 
5, 6; Utah, Comp. L. 1917; sec. 4783, 4784, 4785, 
4788, 4800; Vermont, P. A. 1925, No. 87; G. L. 
1917, sec. 5061 (IV), 5062; Virginia, A. 1924, ch. 
222, sec. 2, G. L. 1923, sec. 3709, and see G. L. 
1923, sec. 3711; Wash., L. 1921, ch. 111, sec. 3; W. 
Virginia, Barnes’ Code 1925, ch. 43; Wisconsin, 
Stats. 1925, sec. 194.01, 194.02 (2); Wyoming, 
Comp. St. 1920, sec. 5472, 5484, 5488. 


“In re C. C. Bus Lines, (Neb. R. R. Comm 
1924) P. U. R. 1925 A 442. 


"See Footnote 46, supra. 
@1. 1925, ch. 91, sec. 4; L. 1925, ch. 224, sec. 10 


* California, Deering’s G. L. 1923, Act 6386, sec 
48; Colorado, C. L. 1921, sec. 2944; District of 
Columbia, Code 1924, sec. 8, Par. 10, 11, 12, 14, 15; 
Illinois, 7 Callaghan’s Stat. Ann., ch. 1114, sec. 24, 
26, 28, 29, 30; Indiana, Burns Stat. sec. r0052m; 
Iowa, L. 1925, ch. 5, sec. 2; Kans., L. 1925, ch. 206, 
sec. 2; Maryland, Bagby’s Ann. Code, Art. 23, sec. 
378; Mass., Acts 1925, ch. 280, amending G. L. ch. 
159, sec. 31, and see G. L. ch. 159, sec. 36; Miss., 
Act March 18, 1926, sec. 5; Nebraska, Comp. L. 
sec. 5481; Nevada, Rev. L. 1919, sec. 10; New Jer- 
sey, L. 1921, ch. 101, sec. 17 (d), (f); New York, 
Cahill’s Consol. L. 1923, ch. 49-52; North Carolina, 
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depreciation account and fund, to be 
used only for replacement and extension 
purposes, “ and such provisions are now 
beginning to appear in separate motor- 
carrier statutes. * No doubt the fixa- 
tion of a proper and adequate deprecia- 
tion rate in this field, where deprecia- 
tion is such an important factor, will be 
one of the most troublesome problems 
which the commissions, in the years to 
come, will have to meet. * 

The supervision of security issues 
and other encumbrances is frequently 





(Footnote 63 continued from page 272) 

L. 1925, ch. 50, sec. 4; N. Dakota, L. 1925, ch. 91, 
sec. 4; Ohio, Code sec. 614-10, 614-86; Okla. L. 
1923, ch. 113, sec. 2; Oregon, G. L. 1921 (Sp) 
ch. 10, sec. 3; Penna. Stats. 1920, sec. 18066, 18146, 
18157; S. Dakota, L. 1925, ch. 224, sec. 3, sec. 213 
Tenn., L. 1919, ch. 49, sec. 5; Utah, Comp. L. 
1917, sec. 4816, 4825; Wyoming, Comp. Stats. 1920, 
sec. 5496 (B); Washington, Remington’s Comp. St. 
1923, sec. 6389. 

“The provisions of the Code for the District 
of Columbia are fairly typical. “These rates [of 
depreciation] shall be such as will provide the 
amounts required over and above the expense 
of maintenance to keep such property in a state 
of efficiency corresponding to the progress of the 
industry. . . . All moneys in this fund may be 
expended in keeping the property . . . in repair 
and good serviceable condition for the use to 
which it is devoted, or invested, and if invested, 
the income from the investment shall also be car- 
ried in the depreciation fund.” Par. 16, p. 583. 
See also Illinois, 7 Callaghan’s Stat. Ann., ch. 
1114, sec. 29; New Jersey, L. 1921, ch. 101, sec. 17 
(f); Ohio, Code 614-49, 614-50; Pennsylvania, 
Stats. 1920, sec. 18066, Tennessee, L. 1919, ch. 49, 
sec. 5; Utah, Comp. L. 1917, sec. 4817. 


“See Iowa, L. 1925, ch. 5, sec. 2; Kansas, 
L. 1925, ch. 206, sec. 2; Oklahoma, L. 1923, ch. 
113, sec. 2. 


“In re Crystal City Gas Co. (N. Y. Pub. Ser. 
Comm.) P. U. R. 1923 B 828 the Commission ap- 
proved a 20% rate upon motor vehicles owned 
by a gas company. The claim of a stage line 
that the rate should be 50% was held unsound 
by the California Commission, Re Crown Stage 
Co., P. U. R. 1921 A 747. Rates of 19.7% and 
214%4% were approved by the District of Columbia 
Commission in two cases involving, respectively, 
auto livery and taxi companies. In re Auto Livery 
Co., P. U. R. 1915 E13; In re Terminal Taxicab 
Co., P. U. R. 1915 B 546. See also the rates allowed 
on various items of equipment Re Union Trans- 
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conferred upon the commissions as yet 
another form of financial control. * 
Commissions are likewise given author- 
ity to make valuations, * to supervise 
the purchase of stock in other utilities, 
leasing, mergers, and the like.® The 
recent marked tendency to mergers and 
consolidations in this field *° is one of 
the significant economic developments, 
and the approval of such mergers by the 
commissions is regarded as in line with 


present-day theories. 


To protect individuals injured in their 





fer Co., P. U. R. 1917 A 225 (P. S. Comm. of D. 
of C.) 


* Arkansas, Crawford and Moses Digest, 1921, 
sec. 1657, 1659; Calif. Deering’s G. L. 1923, 
Act 5129, sec. 6; Colorado, 3 Courtright’s Mills 
A. S. sec. 5933k; District of Columbia, Code 1924, 
Par. 73 to 80, p. 594; Georgia, 2 Park’s A. C. sec. 
2665; Illinois, 7 Callaghan’s Stat. Ann., ch. 1114, 
sec. 35, sec. 36; Indiana, Burn’s Ann. S. sec. 
10052j 3 to 10052 0 3; Kans., R. S. 1923, ch. 66- 
125; Maryland, Bagby’s Ann. Code Art. 23, sec. 
381; Nebraska, L. 1923, ch. 168; New Jersey, L. 
1911, ch. 195, sec. 18; New York, Cahill’s Consol. 
L. 1923, ch. 49-55; Ohio, Code sec. 614-53 to 614- 
58; Penna., Stats. 1920, sec. 18090 to 18093; Ten- 
nessee, L. 1919, ch. 49, sec. 6; Vermont, P. A. 
1925, No. 83 amending G. L. sec. 4981, and see 
G. L. sec. 5061 (VII). 


* Arkansas, G. A. 1921, No. 124, sec. 9; Colo- 
rado, Comp. L. 1921, sec. 2943; District of Colum- 
bia, Code 1924, Pars. 6, 7, 8 and 9, p. 580, and 
see Par. 64, p. 592-3; Georgia, 2 Park’s Ann. 
Code sec. 2664; Illinois, 7 Callaghan’s Stat. Ann. 
ch. r11a, sec. 45; Indiana, Burns’ Ann. Stat. sec. 
1005211; Kansas, R. S. 66128; Maryland, Bagby’s 
Ann. Code, Art. 23, sec. 385; Mass., G. L. 159, sec. 
26, 27; Nevada, L. 1919 sec. &, p. 198; New Jersey, 
L. r911; ch. 195, p. 376; Penna. Stats. 1920, sec. 
18151, 18152, 18153; Tennessee, L. 1919, ch. 49, 
sec. 4; Utah, Comp. L. 1917, sec. 4815. 


See Colorado, 3 Courtright’s Mills A. S. sec. 
5933 j (a); District of Columbia, Code 1924, Par. 
54, p- 589, and see also U. S. Statutes at L. part 
1, p. 1006; Illinois, 7 Callaghan’s Stat. Ann. ch. 
1114, sec. 42; Indiana, Burns’ Ann. Stat. sec. 10052 
r 33 10052 g 3; New Jersey, L. 1911, ch. 195, sec. 
18 (hk), sec. 19; Ohio, Code sec. 614-60; Penna. 
Stats. 1920, sec. 18097; Vermont, G. L. 1917, sec. 
4982, and see also sec. 5023, 5025. 

™ See, for example, an account of a huge merger, 


in 3 Bus Transportation 335 (1925). The merg- 
ers in 1925 are recorded in 5 ibid 64. 
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persons or property by the carelessness 
of financially irresponsible motor car- 
riers, the Legislatures have almost 
unanimously required the posting of 
indemnity bonds or the carrying of in- 
surance in favor of such injured 
persons. “ 


Control over physical operation. The 
broadest of all the powers given the 
commissions relates to actual operation. 
The Uniform Act provides that the 
commission “is hereby vested with 
power and authority and it is hereby 
made its duty to supervise and regulate 
auto transportation companies” and to 
“regulate the facilities...service and 
safety of operations. . .and to supervise 
and regulate auto transportation com- 


" Ariz., L. 1919, ch. 130, sec. 7; Conn. P. A. 
1921, ch. 340; Idaho, L. 1925, ch. 197, sec. 3; 
Illinois, 7 Callaghan’s Stat. Ann. ch. 111a, sec. 72, 
73, 74, and see also 5 Callaghan’s Stat. Ann. ch. 
95a, sec. 44 to 48; Indiana, L. 1925, ch. 46, sec. 3; 
Iowa, L. 1925, ch. 5, sec. 12; Kansas, L. 1925, ch. 
206, sec. 7; Kentucky, Act of March 5, 1926, sec. 
38a; Maine, L. 1925, ch. 167, sec. 7 to 14; Mass., 
G. L. ch. 159, sec. 46, as amended by Acts 1925, 
ch. 346, sec. 7; Michigan, P. A. 1923, No. 209, 
sec. 7; Minnesota, S. L. 1925, ch. 185, sec. 11; 
Mississippi, Act March 18, 1926, sec. 11; Mon- 
tana, L. 1923, ch. 154, sec. 6; Nevada, L. 1925, 
ch. 161, sec. 2; New Hampshire, L. 1919, ch. 86, 
sec. 2; New Jersey, L. 1926, ch. 144, sec. 3, and 
see L. 1926, ch. 211 and L. 1926, ch. 231, sec. 2; 
New York, Cahill’s Consol. L. 1925 supp. Art. 11, 
sec. 282), Cahill’s Consol. L. 1923, ch. 64-26; North 
Carolina, P. L. 1925, ch. 50, sec. 3 (g); N. Dakota, 
L. 1925, ch. 91, sec. 9; Ohio, Code, sec. 614-99; 
Okla., L. 1923, ch. 113, sec. 7 and see L. 1924 
(Sp) ch. 105; Oregon, L. 1921 (Sp) ch. 10, sec. 
6, L. 1921, ch. 402; Rhode Island, G. L. 1923, sec. 
3734, 3735; South Carolina, Acts 1925, No. 170, 
sec. 5 and see ibid, sec. 18; South Dakota, L. 1925, 
ch. 224, sec. 15, 16; Utah, L. 1925, ch. 114; Ver- 
mont, P. A. 1925, No. 73, p. 113; ibid, No. 72, p. 
112; Virginia, L. 1924,.ch. 222, sec. 4; Washing- 
ton, L. 1921, ch. 111, sec. 5; West Va., Barnes’ 
Code 1925, ch. 43, sec. 82; Wisconsin, Stats. 1925, 
sec. 194.02 (3). 

Some states also require a bond to secure the 
faithful performance of the certificate holder’s 
obligations, the payment of license fees, and the 
like. See, for example, Minn., S. L. 1925, ch. 185, 
sec. 11, and Miss., Act March 18, 1926, sec. 11. 








panies in all matters affecting the rela- 
tionship between such auto transporta- 
tion companies and the traveling and 
shipping public.” The all-inclusive 
sweep of this grant is found quite gener- 
ally in the legislation, *? and under such 
provisions the commissions have pro- 
mulgated ‘‘Rules and Regulations” cov- 
ering in considerable detail the mode of 
operation, * including rules governing 
time schedules, accident reports, plac- 
ards, drivers, loading of vehicles—in 
brief, rules for all the minutiae of the 
enterprises regulated. 

In addition to the authority conferred 
by such general provisions, many states 
have specified a great variety of sub- 
jects which the commissions may con- 
trol. These include not only safety, 


"This particular phrase is found in the statutes 
of Iowa, L. 1925, ch. 5, sec. 2; Kansas, L. 1925, ch, 
206, sec. 2; Minnesota, S. L. 1925, ch. 185, sec. 4; 
Miss., Act March 18, 1926, sec. 5; N. Dakota, L. 
1925, ch. g1, sec. 4; Ohio, Code sec. 614-86; Oregon, 
G. L. 1921 (Sp) ch. 10, sec. 3; S. Dakota, L. 1925, 
ch. 224, sec. 3; Washington, L. 1921, ch. 111, 
sec. 3. 


™ Such regulations can be secured through the 
administrative officers entrusted with the enforce- 
ment of the acts in each state. A compilation 
of such regulations has been made by the Amer- 
ican Electric Railway Association, Bulletin 17. 

Many statutes, and the Uniform Act, authorize 
the commissions to prescribe general rules and 
regulations governing motor-carrier operation. 
See California, Deering’s G. L. 1923, Act 5129, 
sec. 4; Colo., Comp. L. 1921, sec. 2935; Iowa, L. 
1925, ch. 5, sec. 2; Kans., L. 1925, ch. 206, sec. 2; 
Kentucky, Act March 5, 1926, sec. 9, 13; Maine, 
L. 1921, ch. 184, sec. 2; Maryland, Bagby’s Ann. 
Code, 1924, Art. 56, sec. 255, 262; Mass., G. L. 
ch. 159 amended by Acts 1925, ch. 280; Michigan, 
P. A. 1923, No. 209, sec. 2; S. L. 1925, ch. 185, 
sec. 4; Miss., Act March 18, 1926, sec. 5; Ne- 
braska, Comp. Stat. sec. 5468; N. Hampshire, L. 
1919, ch. 86, sec. 2; North Carolina, L. 1925, ch. 50, 
sec. 4; North Dakota, L. 1925, ch. 91, sec. 4; Ohio, 
Code sec. 614-86; 514-27; Oklahoma, L. 1923, ch. 
113, sec. 2; Oregon, G. L. 1921 (Sp) ch. 10, sec. 
3; Rhode Island, G. L. 1923, sec. 3723, 3732; S. 
Carolina, Acts 1925, No. 170, sec. 10; S. Dakota, 
L. 1925, ch. 224, sec. 3; Virginia, G. L. 1923, sec. 
3709; Washington, L. 1921, ch. 111, sec. 3; W. 
Virginia, Barnes’ Code 1925, ch. 43, sec. 82. 
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speed, sanitation, equipment, time sched- 
ules, the examination and licensing of 
drivers, and the like, * but even such 





"On control over safety, see Iowa, L. 1925, 
ch. 5, sec. 2; Miss. Act March 18, 1926, sec. 5; 
Nevada, L. 1925, ch. 161, sec. 2; N. Hampshire, 
L. 1919, ch, 86, sec. 2; Oklahoma, L. 1923, ch. 
113, sec. 8; Rhode Island, G. L. 1923, sec. 3723, 
3732. 

On control over speed, 
supra; Oklahoma, supra. 

Ordinarily the speed maximum set for motor 
vehicles in general govern motor-carrier opera- 
- tion. Some Legislatures set a particular maximum 
for such carriers, instead of permitting the gen- 
eral law to govern, or of authorizing the com- 
missions to fix a maximum. See, for example, 
Iowa, supra; Wisconsin, Stats. 1925, sec. 194.03. 

On control over equipment, see New Jersey, L. 
1921, ch. ror, p. 165; Ohio, Code, 614-27, 614-28; 
Miss., Act March 18, 1926, sec. 5. 

On control over routes and schedules, see Cali- 
fornia, Deering’s G. L. 1923, sec. 4; Georgia, 
Park’s Ann. Code, sec. 2664; Iowa, L. 1925, ch. 5, 
sec. 2; Kansas, L. 1925, ch. 206, sec. 2; Kentucky, 
Act of March 5, 1926, sec. 9, 10; Maine, L. 1921, 
ch. 184, sec. 2; Maryland, Bagby’s Ann. C. 1924, 
Art. 56, sec. 253, 260; Mass., Acts 1925, ch. 280; 
Minn., S. L. 1925, ch. 185, sec. 4; N. Dakota, L. 
1925, ch. 91, sec. 4; Ohio, Code, 6,614-86; Okla- 
homa, L. 1923, ch. 113, sec. 2; Penna. Stat. 1920, 
sec. 18070; Rhode Island, G. L. 1923, sec. 3723, 
3732; S. Carolina, Acts 1925, No. 170, sec. 7; 
S. Dakota, L. 1925, ch. 224, sec. 4; W. Virginia, 
Barnes’ Code 1925, ch. 43, sec. 82; Wisconsin, Stats. 
1925, sec. 194.01 (1), 194.02 (2). 

On drivers, see S. Carolina, Acts 1925, No. 
170, sec. 8; Kentucky, Act of March 5, 1926, sec. 
8, 32. In some states the driver’s license is issued 
by some other agency than the regulating com- 
mission, as in No. Carolina, L. 1925, ch. 50, sec. 
6 (Secretary of State) or Rhode Island, G. L. 
1923, sec. 3728 (State Board of Public Roads). 

The commissions or other regulating authorities 
are, in most instances, definitely authorized to 
regulate the service and facilities furnished the 
public 

Arizona, 'L. 1919, ch. 130, sec. 5; Arkansas, 
G. A. 1921, No. 124, sec. 4; Colo., Comp. L. 1921, 
sec. 2924; District of Columbia, Code 1924, sec. 
8, Par. 1, p. 579; Georgia, Park’s Ann. Code sec. 
2664; Illinois, 7 Callaghan’s Stat. Ann., ch. 1114, 
sec. 69, sec. 53, 59, 64; Indiana, Burns’ Ann. Stat. 


see N. Hampshire, 
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matters as the extension and improve- 
ment of service, repairs, and limitations 
upon abandonment of service. 





10052 g, 10052 u 2; Kansas, L. 1925, ch. 206, sec. 
2; Maryland, Bagby’s Ann. Code 1924, Art. 23, 
sec. 353, 373; Mass., Acts 1925, ch. 280; Minn., 
S. L. 1925, ch. 185, sec. 4; Miss., Act March 18, 
1926, sec. 5; Montana, L. 1923, ch. 154, sec. 3; 
Nebraska, Comp. St. sec. 5466; Nevada, L. 1919, 
sec. 9, p. 198; New Jersey, L. 1921, ch. ror, p. 
165; New York, Cahill’s Consol. St. 1923, ch. 49- 
26; N. Carolina, L. 1925, ch. 50, sec. 4; N. Dakota, 
L. 1925, ch. 91; Ohio, Code 614-12, 614-13; 
Oregon, G. L. 1921 (Sp.) ch. 10, sec. 3; Penna., 
Stats. 1920, sec. 18058, 18070, 18126; S. Dakota, L. 
1925, ch. 224, sec. 3; Tennessee, L. 1919, ch. 49, 
sec. 5; Utah, Comp. L. sec. 4803; Vermont, G. L. 
1917, sec. 5061 (III), 5063; Virginia, G. L. 1923, 
sec. 3709; Washington, L. 1921, ch. 111, sec. 4; 
Wisconsin Stats. 1925, sec. 194.01; Wyoming, Comp. 
St. 1920, sec. 5490, 5492. 


*On extensions, see Colo., Comp. L. 1921, sec. 
2946, 2914; District of Columbia, Code 1924, Par. 
96, p. 600; Illinois, 7 Callaghan’s Stat. Ann., ch. 
111a, sec. 65; New Jersey, L. 1921, ch. ro1, p. 165; 
Tennessee, L. 1919, ch. 49, sec. 5; Utah, Comp. L. 
1917, sec. 4804. 

On repairs, see District of Columbia, Code 
1924, Par. 96, p. 600; Nevada, L. 1925, ch. 161, 
sec. 2; Illinois, 7 Callaghan’s Stat. Ann. ch. 1114, 
sec. 65; Ohio, Code, sec. 614-28; Pennsylvania, 
Stat. 1920, sec. 18060. 

Control over abandonment of service is granted 
specifically, in motor-carrier statutes, in Kansas, 
L. 1925, ch. 206, sec. 5; Kentucky, Act March 5, 
1926, sec. 5, 21, 24; Minnesota, S. L. 1925, ch. 185, 
sec. 4; Miss., Act March 18, 1926, sec. 5; Nevada, 
L. 1925, ch. 161, sec. 3; N. Dakota, L. 1925, ch. 
g1, sec. 16; S. Dakota, L. 1925, ch. 224, sec. 5. 


Note—In the preparation of this study we have 
been greatly aided by the cooperation of many of 
the Public Service Commissions or Motor Vehicle 
Bureaus, as well as by a number of individuals 
connected with the business of motor transport. 
We are especially grateful to John M. Meighan of 
the American Automobile Association, Edward F. 
Loomis of the National Automobile Chamber of 
Commerce, James W. Brooks of the American 
Highway Educational Bureau, Chester G. Moore 
of Joliet, Illinois, Austin W. Stromberg, Editor of 
Power Wagon, and Howard M. Wilson of the 
Cincinnati Chamber of Commerce. 





VALUE OF THE PROPERTY AS THE 
BASIS OF RATE REGULATION 


By JAMES C. BONBRIGHT 


N an article published in the 

January issue of the JOURNAL OF 

Lanp @& Pusuic UTiLity Eco- 
NOMIcs, Judge William L. Ransom, 
counsel for the Consolidated Gas Com- 
pany of New York, takes up his vigor- 
ous pen in defense of a doctrine which 
has long been dear to the hearts of 
many legal representatives of the rail- 
way and public utility interests of this 
country. It is the doctrine that public 
utilities, under the law of the land as 
determined by our courts, are entitled 
to charge such rates as will give them 
a fair return on the present value of 
their property—a value that is the same 
thing, and that is to be measured in the 
same way, whether the purpose of the 
valuation be for rate-making, for con- 
demnation, for measurement of dam- 
ages, or for private purchase and sale. 

This position, to be sure, has been 
repeatedly challenged by many writers 
and on many occasions almost from the 
beginning of the discussions of the 
proper basis of rate control. It has 
been rejected, almost without excep- 
tion, by recent writers on the control 
of public utilities, and I am not aware 
of a single economist of reputation who 
has ventured to come to its defense. 

It so happens, however, that the 
position to which Mr. Ransom sub- 
scribes is a position which still receives 
at least vocal approval on the part of 





*This inconsistency has been pointed out in an 
article by R. L. Hale, “Pseudo-Protection of 
Property in Rate Cases,” 24 Michigan Law 
Review, 166 (1925), commenting on Justice 


a considerable number of judges in 
both federal and state courts, as well 
as of counsel for the utilities. 

Several decisions of the highest court 
of the land, indeed, have been accom- 
panied by opinions which, if taken liter- 
ally, can have no other meaning than 
that value for rate-making purposes is 
no different from any other kind of 
value. It is true that other statements 
contained in the majority opinions of 
the same court seem clearly to indicate 
a different view and, oddly enough, 
these contradictory remarks are some- 
times contained in the very same 
opinions.» More recently, however, a 
lower federal court has handed down a 
decision which appears quite unambigu- 
ous in this respect.? For in rejecting 
the final valuation placed by the Inter- 
state Commerce Commission on a rail- 
way pursuant to the direction of the 
Valuation Act, the court based its rejec- 
tion on the ground that the Commis- 
sion had labored under the delusion 
that the Valuation Act calls for a 
peculiar “value for rate-making pur- 
poses” different from value for other 
purposes. No doubt this case will go 
to the Supreme Court for final adjudi- 
cation, but meanwhile it gives judicial 
support to Mr. Ransom’s contentions. 

Not being a lawyer, I shall not pre- 
sume to discuss Mr. Ransom’s appar- 
ent conviction that the Supreme Court 





Hughes’ opinion in the Minnesota Rate Cases, 
230 United States 352 (1913). 

*Los Angeles and Salt Lake Railroad Company 
v. United States, 8 Fed. (2nd) 747, (Dec. 7, 1925). 
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has already definitely adjudicated the 
point in question, although I think it 
fair to remark in passing that he has 
clearly allowed himself the advocate’s 
prerogative of quoting only those 
judicial utterances that support his case 
and of neglecting to mention certain 
other holdings and statements that can- 
not be easily reconciled with his chosen 
position.® In this article I am interested 
simply in pointing out what seems to 
me the economic absurdity of Mr. Ran- 
som’s position, an absurdity which 
judicial acceptance, while it might 
clothe it with sanctity, could never 
transform into reason. 

At the outset, however, let me make 
clear what I conceive Mr. Ransom’s 
position to be. A hasty reading of his 
article might well give the impression 
that the writer is using the term 
“present value” as a synonym for re- 
production cost. Such, indeed, has 
been the frequent usage of the term.‘ 
That this usage is both inaccurate and 
misleading will not be denied, however, 
by any student of economics; for 
“value,” in the currently accepted sense 
of market value or commercial value, 
may differ from reproduction cost just 
as clearly as it may differ from original 
cost. One may believe that present 
value is the proper basis of rate con- 
trol, or one may believe that cost of 





* An example of lack of caution in the author’s 
analysis of judicial decisions may be found on 
page 10, where he refers to the Smyth v. Ames 
decision as establishing the principle “that private 
property devoted to the public service was 
entitled to earn a return upon its present value 
and not upon its original cost, and that present 
value was measured by present reproduction cost 
(with nothing said about any deduction for any 
kind of depreciation).” A more careful state- 
ment would be that while the court in a dictum 
(for it was only such) did state that “value” was 
the proper basis, it refused to accept any one test 
of value as controlling, and it included “the 
original cost of construction” with just as much 


reproduction is the proper basis, but 
one cannot believe these two things at 
the same time without being guilty of 
a confusion of terms. Mr. Ransom, 
however, is not guilty of any such con- 
fusion, at least not in the early part of 
his article. For he notes the distinction 
between reproduction cost and present 
value and indicates that where the two 
do not coincide, it is the former rather 
than the latter which must be accepted 
as the rate base. Value is the real de- 
sideratum; cost of reproduction is im- 
portant only because it is often the best 
available evidence of that value. “If 
the property,” he says, “has not an 
ascertainable market value (a _ con- 
temporaneous sale price established 
under circumstances which make it a 
fair criterion of the present worth of 
the property), ‘other evidence is re- 
sorted to,’ and ‘cost of reproduction at 
the date of valuation’ has come to be 
recognized as the starting point and 
most influential factor in giving ‘due 
regard to construction costs, conditions, 
wages, and prices affecting value’ at 
the date of the inquiry.” The case to 
which Mr. Ransom refers is a recent 
damage case involving the compensa- 
tion for the sinking of a ship, where 
reproduction cost was accepted as evi- 
dence of commercial value. But the 
same rules of valuation apply, in Mr. 





emphasis as “the present as compared with the 
original cost” in its enumeration of factors to be 
considered. Later opinions, it is true, stated that 
a public utility is entitled to a return on its “prop- 
erty, and not the original cost of it,” but it would 
certainly be inaccurate to say that the Supreme 
Court, even in its later decisions, has held that 
“present value” is measured by reproduction cost. 


*“Present value” is often used as a synonym 
for “cost of reproduction depreciated,” to dis- 
tinguish it from “cost of reproduction new.” 


° Standard Oil Co. v. Southern Pacific Co., 268 
United States 146. 
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Ransom’s opinion, in the rate case and 
in the damage case. 

Having made this clear and accurate 
distinction not only between present 
value and original cost but also be- 
tween present value and cost of repro- 
duction, Mr. Ransom proceeds at 
length to build up a defense of present 
value as the proper rate base. But in 
making this defense he ignores com- 
pletely his earlier distinction in that he 
constantly assumes an identity between 
value and reproduction cost. Every 
one of his hypothetical cases makes 
this assumption. He calls attention, 
for example, to the case of two plants 
of equal capacity, the one built in a 
period of low construction costs, the 
other in a period of high costs. Why, 
he asks, should the consumers served 
by the latter plant pay more than the 
consumers of the former plant simply 
because of historical differences which 
in no way represent differences in 
service. ‘‘Each such enterprise,” he 
states, ‘‘must be allowed to earn a like 
return for like service, without discrim- 
ination because of any accident or inci- 
dent as to the date when its property 
was first constructed and/or installed” 
(p. 9). 

Whether or not the illustration ad- 
duced by Mr. Ransom is a valid defense 
of reproduction cost as against actual 
prudent investment, is a question which 
I have no desire to raise in this article. 
Indeed, for present purposes I am 
ready to assume that it is valid in order 
to avoid confusing the issue. What 
Mr. Ransom has apparently failed to 
see, however, is the fact that his pre- 
vious position in defense of actual value 
puts him in the very line of fire in which 
he has let fly his missile against prudent 
investment. For if two public utilities 


of equal capacity should not charge 
different prices by virtue of their differ- 
ent historical costs, why, pray, should 
they be permitted to charge different 
prices by virtue of ‘their different mar- 
ket values? 

I am curious to learn Mr. Ransom’s 
opinion as to a proper rate base in the 
case where the market value of the 
property is materially higher or lower 
than the cost of reproduction. Let us 
take, first, the case of a utility the re- 
production cost of which is $5,000,000, 
but the market value of which (as 
measured either by the current prices 
of its securities or by the amount for 
which it could be sold to outside inter- 
ests) is only $3,000,000. This situa- 
tion might very well prevail because the 
company, through no fault of a regulat- 
ing commission, has been subject to 
serious competition or because the terri- 
tory in which it is located has suffered 
a severe and protracted business de- 
pression. In cases of this kind would 
Mr. Ransom insist that a commission 
should set the rate base at $3,000,000 
in conformity with his earlier statement 
that present value is the proper basis, 
or would he set it at $5,000,000 in 
harmony with his later contention that 
the cost of reproduction is the correct 
test? 

Let us suppose, in the second case, 
that the utility, while its reproduction 
cost remains at $5,000,000, becomes 
so profitable that its market value rises 
to $7,000,000. A situation of this kind 
may well develop where a commission 
has previously fixed rates at a time of 
high operating expenses and where it 
has not yet reduced these rates as oper- 
ating expenses have fallen. What fig- 
ure would Mr. Ransom choose in a case 
of this nature? Five million dollars? 
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Seven million dollars? Or some com- 
promise between these two figures? 
But it is quite unnecessary to set up 
hypothetical cases of the kind mentioned 
above, for both situations are frequently 
met with in current public utility history. 
As an example of the type of utility the 
value of which has long been below its 
reproduction cost, one may instance the 
many street railway companies which 
have been unable, even when permitted 
to disregard the 5-cent fare fixed in 
their franchise agreements, to earn 
more than a miserably paltry return 
above operating expenses. Who can 
gainsay that the values of these railway 
companies, in the sense of market or 
commercial values, are far below the 
cost of reproduction? Yet would Mr. 
Ransom be willing to accept these low 
values as the rate bases by which to 
judge the adequacy of rates to be 
charged in the future? On the other 
hand, examples of utilities the values of 
which may exceed their reproduction 
cost almost certainly prevail in the elec- 
tric power and light industry today. 
The recent rapid growth of the net 
earnings of these companies has led to 
a marked rise in their stock quotations, 
and it has also encouraged holding com- 
panies to purchase. various operating 
companies at prices which capitalize the 
high present earnings. What will hap- 
pen if earnings continue to rise and if 
public service commissions attempt to 
enforce a wholesale reduction of rates 
to the point where the companies are 
making only a so-called “fair return on 
the fair value” of their properties? 





*How would Mr. Ransom apply the “present 
value” rule to the case of an interstate railway 
which is earning a large excess over the “fair 
return on the fair value” of its property as com- 
puted by the Interstate Commerce Commission 
and which retains 50% of this excess under the 
provisions of the Recapture Clause of the Trans- 
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I strongly suspect, in these cases, that if 
commissions base the rates on reproduc- 
tion cost and that if this cost turns out - 
to be much less than the recently estab- 
lished market values of the properties, 
counsel for the companies will urge the 
very point on which Mr. Ransom insists 
in the early part of his article, but which 
he disregards in the later part. They 
will quote the courts to the effect that 
the proper measure of rates is the 
“present value” of the property, and 
they will insist that reproduction cost in 
the present cases is inadequate because 
it does not represent the full present 
value.® 

It may be, of course, that Mr. Ran- 
som will still stand by reproduction cost 
as the proper basis of valuation in both 
of the two situations that I have sug- 
gested. In defense of this apparent 
inconsistency he may take the position 
that these cases are not normal, that 
they represent a pathological legal sit- 
uation, and that therefore the true 
value rule, accurate and proper though 
it is for the normal case, must give way 
to some special rule designed for a freak 
situation. But if he should take this 
position, I should raise a question. Why 
should one suppose that the present 
value of a business enterprise is even 
normally equal to the reproduction costs 
of its assets? Where lies the close con- 
nection between the two? The classical 
economists, to be sure, have insisted on 
such a connection, but only under con- 
ditions of keen competition. The ten- 
dency under free competition for the 
value of a commodity to equal its cost 





portation Act? Suppose that the rate base, as 
determined by an estimate of reproduction cost, 
amounts to $10,000,000, but that the property, 
because of its high excess earning power, is com- 
mercially worth $15,000,000. Would Mr. Ransom 
insist on raising the rate base so as to make it 
equal the “present value” of the property? 
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of production is a tendency which they 
concede does not prevail under monop- 
oly conditions. But as Mr. Ransom 
does not confine himself to a discussion 
of a rate base for freely competing util- 
ities, he would hardly find comfort in 
the classical economist’s concept of 
“normal value.” If, then, there is even 
a rough identity between the reproduc- 
tion cost of most utility properties and 
their market values, this identity can 
hardly be accounted for except on the 
ground that the rate-making authorities 
have regulated rates in such a way that 
the value of the utilities is brought into 
rough conformity with the reproduction 
cost of the properties. But if this, in- 
deed, is the actual situation, then repro- 
duction cost does not simply measure 
the value of the utility; instead it fixes 
that value. ; 

The foregoing criticism of value as a 
test of fair rates, while it has perhaps 
been stated in a novel form, is really as 
old and as familiar as anything in the 
theory of rate control. For many years 

*The most usual attempt to meet the criticism 
is to insist that, while market value is the proper 
basis by which to control public utility rates, this 
value must be measured by some other yardstick 
than by a capitalization of earning power. This 
seems to be the position taken by S. O. Dunn, 
editor of the Railway Age, in an article on “The 
Valuation of Railways,” 113, Atlantic Monthly, 
403, 408-409 (March, 1913). But the objection 
to the use of market value in a rate case is that 
the very value itself, not merely the customary 
method of measuring it, is dependent on the rates 
to be charged and therefore cannot be assumed 
as a starting point. If two different methods of 
valuation should lead to different results, then 
these “values” and not simply the means of 
arriving at them, are different. 

A second attempt to uphold the market-value 
test is made by those who contend that what is 
desired is the market value, not of the enterprise 
as a whole (which is clearly dependent on net 
earnings), but rather of the physical assets as 
distinct from the going concern. Aside from the 
fact that the courts have been unwilling to sanc- 


tion a valuation of the “bare bones” without con- 
sideration of what they call “going value,” this 


various writers, lay and judicial, have 
been insisting that the old dictum of 
Smyth v. Ames should be taken liter- 
ally, and that when Justice Harlan said 
that the proper test of rates was the 
ability of a company to earn a fair 
return on the value of the property, he 
meant value in the current business sense 
of the term—that is to say, market 
value. For an equal number of years, 
however, another group of writers has 
been saying that the use of value as a 
rate base is an economic absurdity, since 
it involves the circular reasoning of 
testing the fairness of rates by a stand- 
ard which is itself dependent on the 
rates already established or anticipated 
by the market. To this criticism a few 
of the bolder supporters of the “value” 
basis have replied, but their replies, 
without a single exception, have failed 
completely to meet the issue.” By far 
the larger number, however, among 
supporters of this doctrine, have fol- 
lowed the much more effective practice 
of ignoring the objections that have 





position is invalid, for it would lead logically to 
the absurd conclusion that the proper valuation 
for rate-making is the scrap value of the property. 
What is the market value of the physical property 
(distinct from the going concern and the fran- 
chise) if not scrap value? At least, it is scrap 
value, if by market value we mean that “the 
worth of a thing is the price it will bring.’ A 
somewhat different view of market value was 
advanced by R. L. Hale, who in an early discus- 
sion of valuation was inclined to think that what 
the Supreme Court meant by “value” was the 
market value of the physical assets. He, himself, 
however, has recanted, as a result of a criticism 
by Gerard C. Henderson. See Hale, Valuation 
and Rate Making N. Y., (1918), chap. iii; Hen- 
derson, Railway Valuation and the Courts, 33, 
Harvard Law Review, 902, 1031 (1920); Hale, 
The Physical Value Fallacy in Rate Cases, 30, 
Yale Law Journal, 710,718 (1921). To complete 
the record one may cite W. H. Maltbie’s defense 
of the “true value” basis against a criticism by 
R. L. Hale and a rejoinder by Mr. Hale, 9, 
American Bar Association Journal, 392 (June 
1923); 9 ibid, 534 (Aug. 1923); 10 ibid, 60 (Jan. 
1924). 
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been raised against their views and of 
repeating the old formula of “present 
value” without even appearing to be 
aware that anybody had ever questioned 
the logic of their position. Mr. Ran- 
som seems to have followed this latter 
custom. But, unlike judges who enjoy 
immunity from being called to account 
save by persons who wear a similar robe, 


more elaborately embroidered, Mr. Ran- 
som has invited discussion and criticism 
by readers of an economic journal. I 
feel sure, therefore, that he will not take 
amiss this challenge to his position, and 
the invitation which it implies to explain 
his thesis that the test of “value for 
rate-making,”’ like the test of value for 
other purposes, is market value. 


COMMENTS UPON PROFESSOR BONBRIGHT’S ARTICLE 


AM glad that the editors of the 

JouRNAL oF LAND & Pustic UTIL- 
ITy Economics have asked Professor 
Bonbright to make a restatement of the 
views of those economists who find fault 
with the trend of judicial decision 
on valuation questions. The useful 
public purposes of this important jour- 
nal may best be served if divergent but 
reasoned views find impartial represen- 
tation in its columns. Although I am 
grateful to the editors for inviting me 
to comment upon Professor Bonbright’s 
discussion, I have no disposition to 
undertake any argument or controversy 
as to his contentions. 

The two articles which I have con- 
tributed to this magazine this year were 
not written in defense of any doctrine 
or in support of any contentions or 
views whatever, beyond those explicitly 
stated as such, in the articles themselves. 
These two articles were in fact written 
as one, but its considerable length com- 
pelled an editorial separation which, 
evidently, was not wholly successful, 
as it left for the April issue of the 
JouRNAL the concrete suggestions—in 
part constructive, I hope—which consti- 
tuted my only reasons for consenting to 
write on the subject of valuation at all. 

In what became, by the enforced 
separation, the first of the two articles, 


I stated the practical and historical con- 
siderations which seemed to be the 
background for my subsequent discus- 
sion of possible improvements in pro- 
cedure and point of view. As I tried to 
make clear, so that those who run might 
read (and vice versa), my purpose in 
so doing was to point out “some of the 
practical considerations which, logically 
or illogically,” have led to the estab- 
lishment of the “present value” concept 
as to private property “taken” for 
public uses, and especially “to show that 
about as many difficulties and compli- 
cations inhere in valuation and in rate 
revision under an ‘investment’ theory 
as under the ‘present-value’ concept, and 
that there can be no warrant for an 
assumption that all valuation troubles 
would be over if the ‘investment’ theory 
were adopted.” 

At least from the point of view of 
the purposes which impelled me to write 
these articles, I regret that Professor 
Bonbright has made “reply” only to 
the first of them, and that he prepared 
his reply to the first before the second 
article had appeared. Otherwise, he 
might not so completely have misappre- 
hended what I tried to put to paper, out 
of a rather diversified experience in this 
valuation field. 

This is not said by way of apology or 
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abandonment of anything contained in 
my articles. They speak for them- 
selves; I invite a reading and considera- 
tion of them together, as an adequate 
rejoinder to most of the doubts and 
difficulties expressed by Professor Bon- 
bright. 

One difficulty encountered at the 
outset is that he and I approach these 
matters from radically different start- 
ing-points. His academic environment 
and preoccupations make him mostly 
concerned with what he thinks the law 
ought to be, from the point of view of 
economic theory. I have always been 
mightily interested in the views of 
economists as to what the law ought to 
be, but I have had to deal mostly with 
the law as it is. Fortunately or unfor- 
tunately, I am concerned all the while 
with the way things actually work out, 
in the fields of industry, management, 
operation, and finance. I have never 
been able to get rid of practical ob- 
stacles or human fallibilities, simply by 
advocating or acting upon an economic 
theory, no matter how attractive mech- 
anistically. Some of these actual and 
practical developments of the subject, 
as I have seen them at first hand, were 
set out in my articles as a background 
for my conclusions as to the lines along 
which progress may be sought. 

Underlying Professor Bonbright’s ar- 
ticle, however, there seem to me to be 
one or two conscious or unconscious 
assumptions which arouse my emphatic 
dissent. He seems to assume that the 
academic students and theoretic dis- 
putants have, in some unexplained way, 
become the sole custodians of sound 
economic thought on these subjects, and 
that the academicians alone are giving 
due weight to the economic aspects of 
questions which commingle law and 
public policy. The preconception that 


the judicial solutions of these problems 
—in the valuation field, for example— 
have been, or are likely to be, based 
upon unsound economic grounds or ren- 
dered without full consideration of the 
economic aspects, inter alia, is one 
which might well be avoided by those 
who teach these matters from the eco- 
nomic angle. This Philistine doctrine 


has had some vogue among the younger: 


economists, but it has been born out of 
a lack of knowledge of what goes on in 
the courts of America. I venture to 
say that no seminar or classroom gives 
as close and thorough and patriotic con- 
sideration to the economic, social, and 
sociological aspects of constitutional 
questions as do the conferences of the 
members of the appellate courts of this 
country, state and federal. This is as 
it should be; it is the fact that our great 
appellate judges study closely and con- 
tinuously the economics and the social 
consequences of the questions which 
come before them in the guise of liti- 
gated controversies. 

Not only that, but I do not believe 
that counsel for many of the larger in- 
dustries would long hold his position, if 
he tried to persuade the courts to adopt 
unsound views of either law or eco- 
nomics, for the sake of gaining some 
fancied advantage for his industry, in 
the particular case or in general. The 
whole industrial and financial fabric of 
America is utterly dependent on the 


establishment of sound views, in the: 


fields where economics blends with law 
and policy, as in every other. There 
may be, and often is, a great deal of 
difference of opinion as to what sound 
economics may make advisable, as to 4 
given problem, but there is no reason 
for the recurring suggestion that the 
most vital problems of American indus- 
trial life are being determined by the 
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courts without full and sound considera- 
tion of the economic aspects. Nor is 
there warrant for the assumption that, 
as to what is to be deemed sound eco- 
nomics, good law, and basic American 
policy, the professors are right and the 
Supreme Court is wrong. 

If I could do so without trespassing 
unduly upon the space of this magazine, 
I would like to restate the considera- 
tions which occur to me, as to Profes- 
sor Bonbright’s queries and contentions. 
What I would say about them was 
rather fully and carefully stated in my 
two articles. Even what Professor Bon- 
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bright calls “an example of lack of 
caution in the author’s analysis of judi- 
cial decisions” will, upon an examination 
of the whole paragraph as well as the 
particular sentence, be found attribut- 
able to his own confusion as to my state- 
ment of the contentions of counsel for 
the public representatives. The fact 
remains, as many subsequent opinions 
of the federal and state courts have 
pointed out, that what the court did in 
Smyth v. Ames was to reduce the so- 
called “rate base” from actual original 
cost to current replacement cost. 
WILLIAM L. RaNsoM 





STATE POLICIES IN AGRICULTURAL 
SETTLEMENT 


By B. HENDERSON 


dealing with the expansion of the 

agricultural area of this country, 
it may be well to determine whether 
there is an expansion taking place. The 
total number of farms in the United 
farms decreased from 955,883,715 in 
1920 to 925,032,008 in 1925, a loss of 
76,080 farms. The total acreage in 
farms decreased from 955,883,715* in 
1920 to 925,032,0087 in 1925, a loss of 
30,851,707 acres. The United States 
Department of Agriculture estimated 
that in 1924 more than 2,000,000 per- 
sons moved from farms to towns and 
cities, while only slightly more than 
1,400,000 persons moved from towns 
and cities to farms. Even with the great 
influx of immigrants in the period be- 
tween 1910 and 1920 inclusive, a total 
of 6,347,461, the number of foreign- 
born white farm owners decreased from 
669,556 in 1910, to 581,068 in 1920. 
These figures indicate that at least a 
part of the natural increase in rural 
population is moving into urban com- 
munities and that an increasingly smaller 
proportion of foreign immigrants is be- 
coming farm owners. These data, how- 
ever, are for the country as a whole 
instead of separate states, and subordi- 
nate the movement of population from 
towns and cities to the country. 

In spite of the decrease in number of 
farms, in the acreage in farms, and in 
farm population, there is at the pres- 
ent time a troublesome surplus of sev- 
eral important staple products. In 
the face of this patent increased efh- 
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ciency of the farmers and in the face of 
the competition for markets is an ex- 
pansion of our agricultural area desir- 
able? Whether it is desirable or not, 
a gradual expansion is taking place. 

Since the early settlement of this 
country there has always been a move- 
ment of people to the land. Even in 
1922, the year marking the greatest 
loss of farm population, nearly a mil- 
lion people moved from cities and 
towns to farms, and in 1924 nearly one 
and one-half millions moved to farms. 
The census shows that from 1920 to 
1925, the period in which the total 
number of farms decreased by 76,080, 
there was an actual increase in the num- 
bers of farms in 26 states, totaling 
157,909, and an increase in acres of 
farm land in five states amounting to 
over 18,000,000 acres. 

The present purpose is to examine 
existing state policies of dealing with 
the agricultural expansion which these 
data show. The conditions which have 
brought about this state of affairs and 
which, therefore, lie back of state 
policies will be touched upon briefly in 
another connection. The immediate 
objective is to summarize what the 
states are doing officially about the 
constant migration of people from city 
to country, with the consequent increase 
in the number of farms and in farming 
operations in certain areas. 

Several courses of action are open to 
state legislators and administrators. 
They may leave this population alone; 
they may guide it, hasten it, retard it, 
or control it in some way for various 
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reasons. Generally speaking the con- 
ditions resulting from a haphazard 
laissez faire policy of land settlement 
have led a few of the states to attempt 
some forms’ of official activity and 
supervision. Many of the states have 
definite legal provisions and appropria- 
tions for attracting settlers by advertis- 
ing the state’s opportunities. A few 
help the settlers to select good locations 
and help them adjust themselves to 
their new surroundings. Some give 
financial assistance either to the settlers 
themselves or to the colonizing and land 
settlement companies. Some are at- 
tempting to collect and publish data on 
the soil conditions of the states. Some 
attempt, through various laws and 
regulations, to protect settlers from 
exploitation by land sellers and pro- 
moters. Some have attempted state- 
controlled group settlements, and one is 
experimenting with state-directed settle- 
ment on individual farms. A few are 
attempting to work out some relation 
between their reclamation policies and 
the use of the land. All these policies 
may perhaps be classified conveniently 
into three general groups: (1) Those 
that actively encourage settlers; (2) 
those that protect settlers without 
necessarily encouraging them directly; 
(3) those that control expansion. 


I. Encouraging Settlers 


The most obvious way of encourag- 
ing new settlers to come into a state is 
to give financial assistance either to pri- 
vate companies interested in attracting 
new farm settlers or to individual set- 
tlers. 

Wisconsin has devised a policy for 
giving financial aid to private colonizing 
companies and, by means of this aid, 
keeping in close cooperation with them. 
This policy is authorized by the Wis- 


consin Farm Mortgage Association 
Law.'* 

Under this law any number of adult 
resident free holders of the state, not 
less than 15, may associate to establish 
a land mortgage association, with a 
total amount of capital stock not less 
than $20,000. The associations have 
usually been made up of colonizing 
companies and their stockholders. They 
are authorized to make loans on first 
mortgage upon improved and partially 
improved agricultural real estate up to 
65% of the appraised value of the land, 
but the mortgages must be payable on 
the amortization plan, maturing in not 
less than 20 years. They may also pur- 
chase first mortgages against the same 
kind of land from persons or companies 
engaged in the settlement or coloniza- 
tion of Wisconsin lands, if the plan of 
settlement or colonization is approved 
by the Commissioner of Agriculture 
and if the lands are found by the Com- 
missioner to be suitable for agricul- 
tural purposes and the terms and con- 
ditions of the loans are just and reason- 
able. The association may also issue 
bonds secured by these mortgages and 
not exceeding five times the capital 
stock of the association. When an 
association wishes to raise money by 
means of a bond issue, it deposits with 
the State Treasurer, as security for the 
bond, the individual mortgages up to 
the amount of the bond, which is then 
issued and sold under the rules of the 
State Banking Commission. Before the 
State Treasurer accepts these mort- 
gages, every individual mortgage must 
be passed upon by the state director of 
immigration acting under the Commis- 
sioner of Agriculture. Field men from 
the Bureau of Immigration give per- 
sonal attention to each tract offered as 


1 Wisconsin Statutes, 1921, Vol. II, chap. 98, S. 
2024-100 to S. 2024-140. 
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collateral. To date the associations 
have guaranteed the interest and the 
amortization payments on the settlers’ 
mortgages for a period of seven years. 

The development and colonization 
companies, in order to benefit by this 
law, must work in close cooperation 
with the Bureau of Immigration and 
the State Banking Commission. They 
are enabled, through the sale of the 
bonds, to obtain ready capital with 
which to finance themselves and to 
reloan to the mortgagors for improve- 
ments and equipment. The companies 
are also held to an interest in the set- 
tler’s progress, since the mortgage 
value of the settler supplies the security 
for the liquidation of the companies’ 
credit. 

Several large colonizing and settle- 
ment companies have taken advantage 
of the law, and approximately $1,200,- 
000 worth of bonds have been issued 
on a security of over 600 mortgages. 
Because the state certifies the collateral 
behind every mortgage and requires the 
deposit of the mortgage with the State 
Treasurer, the bonds of the association 
have sold readily. It must, however, 
be clearly understood that these bonds 
are not state bonds and are not guar- 
anteed by the state. They are bonds of 
the association, and the association is 
responsible for the payment of prin- 
cipal and interest. 

Oregon and Washington have 
adopted policies for giving state aid to 
irrigation districts. In Oregon’ the 
state guarantees the interest on irriga- 
tion district bonds for any one or all of 
the first five years of the life of the 
bonds. The guaranty involves an 
exhaustive investigation of the district 
and the supervision of all business and 





? Olson, Laws of Oregon, 1920, Vol. I, p. 175, 
art. xi-b, sec. 1-13. 
*Laws of 1923, chap. 132. 


work of construction. The state, so 
far, has paid the interest for the entire 
first five years, for which it has taken 
certificates of indebtedness against the 
district. The certificates fall due the 
year after the last bond is retired. 

In Washington the Director of Con- 
servation and Development may pur- 
chase* with the state reclamation funds, 
the bonds of any properly organized 
and approved irrigation district. In 
order to take advantage of this bond 
sale, the districts must allow the direc- 
tor to supervise all contracts, all work, 
and all expenditures. To provide fur- 
ther for the welfare of the settlers and 
to protect the interests of the state, the 
director provides in the contract to take 
an option on all holdings above the 
legal size and fixes the price at which 
this land may be sold to settlers. The 
price of this land has been kept down 
to about $50 per acre, even though 
some of the land in the large holdings 
was purchased by the present holders 
at prices ranging upward to $200 per 
acre. This policy of the director has 
been effective in checking further spec- 
ulation in irrigated land in these dis- 
tricts. 


Individual Financial Assistance 


Four states—Oregon, Minnesota, 
North Dakota, and South Dakota— 
loan state funds directly to settlers 
under their special rural credit acts. In 
all four states the funds are raised by 
bond issues. Oregon failed to secure 
purchasers under suitable terms for her 
last issue of bonds, and South Dakota 
was unable to meet the interest due on 
outstanding bonds and the affairs of the 
Rural Credit Board are being liqui- 
dated, after having loaned over $40,- 
000,000 in first mortgages on agricul- 
tural real estate. 
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In North Dakota the loans are made 
through the Bank of North Dakota. 
The loan department of the bank bor- 
rows from the bank the necessary 
amount to make the loans, for which it 
accepts first mortgages. The mort- 
gages are deposited with the State 
Treasurer, and when the value amounts 
to $100,000 a bond is issued secured by 
the mortgages and the proceeds of the 
bond are used to refund the Bank of 
North Dakota. The amount of the 
outstanding bond issues must never 
exceed $25,000,000. 

In Minnesota the amount of out- 
standing bonds must not exceed $40,- 
000,000, unless a further bond issue 
is made possible by a special act of 
the legislature. In Oregon the amount 
of the bonds must not exceed 2% of the 
assessed valuation of all taxable prop- 
erty in the state. In North Dakota 
and Minnesota, if at any time there are 
not sufficient funds on hand to pay 
bonds or warrants or interest at matur- 
ity, a tax is levied on all taxable prop- 
erty in the state. In Minnesota the 
amount of this tax collection must be 
refunded to the state treasury out of 
the proceeds of the next bond issue. 

The loans are granted to settlers for 
part payment on their land, for the 
purchase of equipment including neces- 
sary live stock, for buildings and other 
permanent improvements, and to liqui- 
date indebtedness. In Minnesota the 
loan may be taken for part payment of 
the purchase price of the farm if the 
vendor will take a second mortgage for 
the unpaid remainder. 

In Oregon loans are granted to 50% 
of the appraised value of the land; in 
North Dakota, to 50% of the 
appraised value of the land and 25% 
of the value of the insured permanent 
improvements; in Minnesota, to 60% 


of the value of the land and 31 1/3% 
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of the improvements; and in South 
Dakota, to 70% of the land value and 
40% of the value of the improvements. 
No loan is granted for less than $200 
in Oregon, nor less than $500 in the 
other states, nor more than $5,000 in 
Oregon, $10,000 in North Dakota, and 
$15,000 in Minnesota. All loans are 
payable on the amortization plan. 
Oregon loans only on improved land, 
and Minnesota loans on improved and 
partially improved land. 

The amounts loaned under these 
laws, up to November, 1923, were as 
follows: Oregon, $426,510 in 240 
loans; South Dakota, $40,467,850 in 
10,322 mortgages covering 2,676,461 
acres; North Dakota, $7,000,000 in 
4,500 loans; Minnesota had closed over 
100 loans in the § months the law had 
been operating and had received appli- 
cations for over $1,600,000 more. 

Oregon, California, and South 
Dakota have adopted policies for loans 
to ex-service men who wish to purchase 
farms. A large number of states loan 
directly to farmers from their perma- 
nent school funds. 

It is not within the scope of this 
paper to give the number of settlers 
that the states have gained or held by: 
means of the various credit facilities 
furnished by the states. Probably the 
number directly due to the credit 
policies is not large. But it is likely 
that the number kept on their farms 
during periods of depression and the 
number given vital financial assistance 
in developing and improving their land 
has been large. North Dakota esti- 
mates that the state loans have been 
the means of keeping about 4,500 
farmers on their farms, and Oklahoma 
estimates that about 12,000 renters 
have become farm owners through the 
help of loans from the permanent 
school funds. 
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The states that have enacted laws 
providing for loaning state funds on 
agricultural real estate are located, in 
nearly all cases, long distances from 
scources of easy credit and moderate 
interest rates. They also have com- 
paratively small populations and large 
areas of unsettled land. 

The systems are designed especially 
to promote home building and home 
owning. They provide for loans on 
easy terms, at the lowest possible rates 
of interest, without the necessity of 
renewal fees and commissions at stated 
intervals. 

The loans, which in the aggregate 
make a large sum of money, kept within 
the local communities and used for farm 
equipment, improvements, or owner- 
ship, have had a strong influence in set- 
tling and developing the states and in 
increasing the taxable wealth within 
the commonwealths. It is safe to say 
that the state policies have acted as a 
lever to regulate interest rates and 
commissions charged by banks and pri- 
vate loaning companies and _ have 
influenced the adoption of a policy of 
leniency for delinquent payments. 

The state loans resemble the Federal 
Farm loans but do not duplicate them. 
The Federal Farm loans are granted 
up to 50% of the appraised value of 
the land and 20% of the appraised 
value of the insured permanent im- 
provements. In Wisconsin the amount 
of the loan under the Mortgage Asso- 
ciation Law is 65% of the appraised 
value; Minnesota loans 60%; and 
South Dakota loans 70% under the 
State Rural Credit Laws. Wyoming 


loans 60% from the permanent school 
funds, and Oregon loans 75% from the 
soldiers’ bonus fund. No state loan, 
except under the Wisconsin Mortgage 
Association, requires a local association 
of borrowers; neither are the borrowers 


required under the state laws to pur- 
chase any stock in the loan fund. Many 
of the borrowers regard these two 
points as advantages over the Federal 
Farm loans. 

The policy of loaning state funds to 
settlers is one step in the solution of 
the vital problem of financing the man 
of small means who undertakes to 
develop a farm from raw land. Since 
practically all pioneering is done by 
men of small means, the problem is a 
serious one. 

A great many states encourage set- 
tlers indirectly by maintaining a Bureau 
of Immigration which furnishes infor- 
mation, copies of soil surveys, and so 
forth. Some state bureaus of this char- 
acter are more active than others, and 
some, too, have for their objective the 
protection of settlers more than their 
encouragement. 


IT. Protecting Buyers 


Many states, realizing the exposed 
position of some buyers in the hands of 
unscrupulous farm land dealers, have 
taken steps to provide some protection 
for prospective farm settlers. The use 
of soil surveys is one obvious device 
frequently used. The Michigan land 
certification law and various real estate 
license laws are other methods fol- 
lowed. The Michigan Land Certifica- 
tion policy provides for land classifica- 
tion and for the protection of settlers. 
In carrying out this policy, the state 
cooperates with owners of large tracts 
of undeveloped agricultural land 
through the Land Certification Act.* 

By this law settlers are protected 
against the purchase of worthless or 
low-grade land, and landowners are 
assisted to select for farm develop- 





* Act 292, Public Acts of 1923. 
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ments only agricultural lands. The 
state Department of Agriculture con- 
tracts with private owners to certify 
their lands for agricultural development 
after the department has surveyed and 
reported upon the land. The depart- 
ment is authorized to supervise and 
carry out all the details in connection 
with the execution of the act and to 
make all necessary regulations. 

Examiners to certify the land are 
selected by the department and must 
have had four years’ college work, four 
years of farm experience, and one year 
in practical field survey work in the 
Lake states; they must be approved by 
a board consisting of the State Geolo- 
gist, the Dean of the Michigan Agricul- 
tural College, and the Commissioner 
of Agriculture. The examiners report 
on the land after a field examination 
supervised and checked by the depart- 
ment. 

The certification issued by the state 
is based on the reports and the exam- 
inations of the appraisers and the 
Department. It includes a map of the 
area in 40-acre units, showing location, 
topography in general, all soil types, 
where soil borings were made, location 
of streams, lakes and economic phases 
as roads, shipping points, and such 
information as will give the prospective 
settler a fair basis for judging the agri- 
cultural possibilities of the area. It 
also includes a plan of farm manage- 
ment for the area. 

The original report is filed in the 
state Department of Agriculture, and 
the dealer is supplied with one copy 
and may purchase, at cost, duplicates 
from the state department. A copy of 
the certification and the official state- 
ment is filed in the office of the registrar 
of deeds of the county in which the land 
is located, together with such maps and 
plans as may be of benefit to the pub- 
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lic, all of which is open to the public. 
The official statement and certification 
must be shown in full to the person 
buying or contracting, prior to the 
execution of any contract involving 
lands included in the act. A certified 
copy of the certification and map must 
be attached to each deed or contract 
of the purchaser. 

Land certification is optional and all 
expenses incurred are borne by the 
landowners. It is the policy of the 
state Department of Agriculture to 
inducc as many dealers as possible to 
have their land certified and to agree 
to confine their selling of unimproved 
land in Michigan to certified lands. As 
the accredited list is built up, the deal- © 
ers and the land they sell are given as 
much publicity as the department can 
give, and the buying public is informed 
that these dealers sell only land which 
has been certified by the state. In this 
way they hope to. induce practically all 
holders of tracts of undeveloped land 
to have their holdings certified, if they 
wish to sell for agriculture. 

At the end of January, 1925, six 
dealers had contracted with the state, 
their lands had been certified, and their 
names placed on the accredited list. 
The six holdings comprised an area of 
33,087 acres, and the work of certifica- 
tion cost an average of 18 cents per 
acre. 

Nebraska exercises some control 
over the sale of foreign real estate 
within the state through her foreign 
realty act. Missouri, Kansas, and Okla- 
homa have legal authority to control 
the sale of land under their speculative 
security acts, and 16 states have real 
estate licensing laws. In Wisconsin, 
Oregon, New Jersey, Utah, Michigan, 
Illinois, and California, the boards for 
licensing real estate dealers have inau- 
gurated policies for administering the 
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law which make it a protective measure 
for purchases. The boards take pains 
to let the public know that they are in 
existence for the public’s benefit, and 
that complaints may be registered with 
the boards for investigation and adjust- 
ments. 


III. Controlled Expansion 


Among the states which exercise even 
more direct control of agricultural 
expansion, the policies may be approxi- 
mately classified into three groups: 
(1) State-controlled group settlements; 
(2) state-directed individual settle- 
ments; (3) the Michigan Land Eco- 
nomic Survey. 

State policies operating to settle 
land according to a fixed plan have 
been embodied in provisions for State 
Land Settlement Boards. California, 
Colorado, Oregon, North and South 
Carolina, South Dakota, and Washing- 


ton have land settlement boards. Set- 


tlers have been established under state 
supervision in California, Washington, 
Oregon, and South Dakota. Under 
the state laws the states may acquire 
undeveloped areas suitable for settle- 
ment either from private owners or 
from state, school, or granted lands, or 
they may subdivide any available state 
land suitable for the purpose. Any 
land acquired may be subdivided into 
farms or laborers’ allotments after 
tracts for public purposes have been set 
aside. The states may make such 
improvements as may be necessary to 
render the tracts habitable and pro- 
ductive and may sell or lease them to 
settlers. They may make any rules and 
regulations necessary for establishing 
and managing the settlements. 

Funds for carrying out the intent of 
the law are provided by bond issues in 


California, from the reclamation fund 
in Washington, by a loan of $1,000, 
000 from the state in South Dakota, 
and by a direct appropriation in 
Oregon. 

The state tried to fix the selling 
price of the farms to the settlers at a 
figure calculated to return to the state 
the original cost of the land and all 
expenses and costs of surveying, im- 
proving, subdividing, and selling it. 
The selling price was made to include 
interest costs on money advanced by 
the states, costs of engineering, super- 
intendence, and administration; the cost 
of operating any works built, directly 
chargeable to the land, and the price 
of the land that had been used for 
roads and other public purposes; as 
well as a sum to meet unforeseen con- 
tingencies. 

The boards were authorized to de- 
mand certain requirements in physical 
and mental fitness and cash assets in 
the settlers. The tracts of land were 
sold to the settlers on very easy terms, 
and the boards supplied loans up to a 
fixed limit for purchasing live stock and 
equipment and for operating expenses 
to settlers who needed financial assist- 
ance. 

California established two group 
settlements, one at Durham and one at 
Delhi, and Washington established one 
at White-Bluffs Hanford. In South 
Dakota the board has purchased in 
Todd County 10 quarter-sections of 
land, and plans to develop on this tract 
a group settlement similar to the Cali- 
fornia State Settlement at Durham. 
The plans are held in abeyance because 
of the agricultural depression. 

Colorado’s board has never been 
operative because of lack of appropria- 
tion to carry out the intent of the law, 
but the state officials asserted that the 





idea 
revive 
tlers | 
Th 
ment 
and § 
limite 
weste 
land 
of te 
tion | 
sugge 
lature 
In 
recon 
state- 
colon 
assist 
agenc 
Mort 
Caro! 
that 
or re 
not : 
purp¢ 
In 
state 
ment 
its 
reque 
izatic 
make 
tigati 
lowin 


feasil 
to mi 
plan 

price 
given 
ment 


exper 
Up t 
panie 
direc 


The | 








STATE POLICIES IN AGRICULTURAL SETTLEMENT 291 


idea was only dormant and would be 
revived as soon as a movement of set- 
tlers toward the land warranted it. 

The achievements of the land settle- 
ment commissions in North Carolina 
and South Carolina to date have been 
limited to tours of inspection to various 
western and northern states to study 
land settlement policies; investigations 
of tenancy conditions and land utiliza- 
tion at home; and reports embodying 
suggested legislation to the state legis- 
latures and governors. 

In the reports the commissions 
recommended the establishment of 
state-controlled group settlements or 
colonies and the provision for financial 
assistance to settlers and colonizing 
agencies modeled after the Wisconsin 
Mortgage Association Act. In North 
Carolina the commission recommended 
that there be no further development 
or reclamation by the state of idle lands 
not suited to immediate agricultural 
purposes. 

In Washington and in California the 
state authority in charge of land settle- 
ment may, in addition to administering 
its own settlement projects, upon 
request of any land settlement or colon- 
ization company operating in the state, 
make an examination; and if the inves- 
tigation warrants, certify to the fol- 
lowing conditions in reference to the 
company and its projects: (1) suitabil- 
ity of the land for agriculture; (2) 
feasibility of its economic location as 
to markets, and the like; (3) proposed 
plan of settlement in reference to (a) 
price of land, (b) financial aid to be 
given to settlers, and (c) terms of pay- 
ment. This certification is to be at the 
expense of the company asking for it. 
Up to the present time no private com- 
panies have enlisted the aid of the 
director in developing their enterprises. 
The California board may give its assis- 


tance to coordinate existing colonizing 
activities, as far as they relate to 
irrigable areas, and arrange to bring to 
new farming communities the benefit of 
an organized life. 

The outcome of the state-directed 
colonies in California and Washington 
and of similar colonies in other coun- 
tries illustrates the fact that a plan of 
colonization that may succeed in some 
places may show unsatisfactory results 
in another. The popular mind is easily 
caught by the dramatic appeal of the 
hardships of isolation on the frontier, 
resulting in loneliness, lack of schools, 
lack of social intercourse, and lack of 
refining influences in the home. Any 
scheme or plan that could eliminate 
these hardships and supply in their 
place organized social opportunities, 
good schools, roads, and expert direc- 
tion in adjusting the settlers to their 
new surroundings has had a great ap- 
peal for many people. State-directed 
group settlements seemed to be a solu- 
tion to the problem, and sometimes they 
have succeeded. But the opportunities 
for political and economic difficulties 
are numerous. For safe development, 
there must always be a _ reasonable 
ratio between the expenditures of a 
community and its income. The pro- 
ductive value of partially improved 
farms is, of necessity, below the ulti- 
mate possibilities of the land after it 
has all been improved and _ fully 
equipped. Settlers usually come to a 
new region with barely sufficient capital 
to make a beginning on their own land, 
and have no margin for heavy taxes 
for public utilities. No one disputes 
the desirability of good schools, good 
roads, expert supervision, and so forth, 
but pioneer communities rarely have 
the taxable wealth to pay for them. In 
some cases of group settlements, the 
costs of public utilities of various kinds 








are added to the purchase price of the 
land and the owner is usually unable 
to make the farm pay for itself under 
these circumstances. In others, they 
have been paid for by loans from the 
state treasury but when the loans fell 
due the colonists were not able to meet 
the payments of principal and interest 
out of returns from their land. Eco- 
nomic difficulties are not confined to the 
inability of the colony to pay for public 
utilities. There are numerous oppor- 
tunities for misjudgment in selecting 
the land, determining the size of the 
settlement, determining the mode of 
development, setting up the financial 
plan, and selecting settlers. 

The settler who makes an individual 
attempt to subdue a farm and fails, 
pays for his own mistake, drops out of 
sight, and is forgotten. In a closely 
organized group the failures must be 
carried by the community. The condi- 
tions of competition in agriculture are 
such that in the best of farming regions 
a large proportion of the farmers fail 
to earn a moderate rate of interest on 
the invested capital, and farm income 
fluctuates from year to year. In an 
organized supervised group this condi- 
tion operates to lower the general level 
of the entire group. 

The 1919 Legislature of Oregon 
established the Land Settlement Com- 
mission and appropriated $50,000 to 
carry out the provisions of the act. 
The Commission appointed as its super- 
intendent the head of the department 
of farm management in the State Col- 
lege of Agriculture. The superinten- 
dent and the Commission adopted the 
following plan of settlement which they 
are now working out and perfecting. 
Units of land, each suitable for a dif- 
ferent type of farming, were selected in 
different parts of the state. The farm 
management section of the college sur- 
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veys the land in each unit and plans its 
best use. The farm is then improved 
with a dwelling house with modern con- 
veniences, with barns, bins, hog and 
poultry houses, fences, and so forth, 
built according to plans furnished by 
the college. In the present experi- 
mental stage the Commission operates 
the farm until the improvements and 
equipment are complete and until the 
farm is a going concern on a paying 
basis. When the farm has been made 
into a business unit, is completely 
equipped, and yields a profit on its 
operation, it is offered for sale. 

The purchaser pays down what he 
has or what he can spare from his 
capital, gets a Federal Farm loan which 
he applies on the purchase, and the 
state takes a second mortgage for the 
remainder due on the farm. The sale 
contract contains a clause to the effect 
that for a certain number of years the 
purchaser will keep in touch with the 
College of Agriculture and the Land 
Settlement Commission and _ conduct 
his farm somewhat in the nature of a 
demonstration. 

The Commission used the $50,000 
appropriated to it by the legislature 
to purchase and operate four farms 
according to its plans. Even during 
the agricultural depression these farms 
were operated at a profit. One of them 
has already been sold. When the 
other three have been made ready and 
sold, the money will be used to carry 
out the experiment on other units of 
land. 

When the plan is fully worked out 
and demonstrated, the legislature will 
be asked for an appropriation sufficient 
to put it into operation on a scale that 
will add materially to the number of 
farmers in the state. The Commission 
does not contemplate the necessity of 
operating for a stated period every 
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individual farm when the policy has 
been developed on a large scale. When 
the farm has been surveyed and 
equipped and the plan of operation 
decided upon for that type of farm, 
the Commission will be reasonably sure 
of its successful operation. 

The Oregon plan does not provide 
for the settler with a very limited 
amount of capital. The state has prac- 
tically eliminated the pioneer period, 
and the purchaser starts out with a 
farm that represents a high capital 
investment. It is the intention of the 
Commission to attract farmers with 
wealth enough to start with such farms. 

The work of the Commission is in 
an experimental stage and will be care- 
fully guarded against publicity and 
advertising until the results are reason- 
ably sure. 

The policy involves some of the 
fundamental principles of successful 
agricultural settlement. The land best 
suited physically and agriculturally is 
selected, and its best utilization is tried 
out. Successful settlers are selected 
and are given such assistance and good 
advice as will help them to establish 
themselves on the farms. 


Michigan Land Economic Survey 


Michigan has taken two advanced 
steps in formulating a land policy. 
They apply the principles of land 
classification and of guarding settlers 
against the purchase of worthless land. 
The latter policy, embodied in the land 
certification law, has been described 
previously. 

The Michigan Land Economic Sur- 
vey is a division of the State Depart- 
ment of Conservation. It is making a 
survey of the underdeveloped counties 
in the northern part of the Lower 
Peninsula and in selected counties in the 


Upper Peninsula and hopes eventually 
to cover the entire state. The county 
is the unit of the survey, and the state 
pays all expenses. The work is done 
in cooperation with the Soils Depart- 
ment of the Michigan Agricultural Col- 
lege, with the United States Lake 
States Forest Experiment Station, and 
with other state institutions.° The sur- 
vey includes an inventory of all natural 
resources, comprising soil, timber or 
forest cover, water power and water 
storage, recreation facilities, wild life, 
minerals, and stones. Facts pertaining 
to land economics are indicated and the 
agricultural history of the region is 
shown as far as possible. About 
2,000,000 acres had been covered prior 
to the field work of the summer of 
1925, and the cost of the field work has 
run less than 5 cents an acre. When 
the records, maps, and reports are 
completed and made available for dis- 
tribution they will supply a complete 
classification of the land and will 
indicate all that may be used for agri- 
cultural development. To make prac- 
tical use of the survey in controlling 
land development, it is necessary to 
induce state and county officials and pri- 
vate owners and prospective owners to 
adjust their plans of land utilization to 
the facts shown by the survey data. 
The survey makes possible more intelli- 
gent planning of land uses and gives the 
basis for formulating sound policies of 
controlling agricultural expansion. 
Many states have adopted policies to 
keep non-agricultural land out of the 
market for agricultural land and are 
attempting to use this land for forests, 
for hunting preserves, for game-breed- 
ing grounds and refuges, and for 





*For a description of the work of the Survey, 
see P. S. Lovejoy, “Theory and Practice of Land 
Classification,’ JOURNAL OF LAND & Pusiic UTIL- 
1ry Economics, April, 1925. 








recreational uses. Through the Land 
Economic Survey, Michigan has better 
information than most states have to 
form desirable policies of this kind. 

Any directed and controlled expan- 
sion of the agricultural area is com- 
plicated by the relatively large areas of 
cut-over land that are thrown on the 
market every year. It is a burden on 
the hands of the owners and their policy 
is to get out from under the carrying 
charges as soon as possible. Many 
states are working to evolve a policy 
of taxation, fire protection, and refor- 
estation that will enable the owners to 
hold their land and operate it for tim- 
ber production. Pennsylvania, New 
York, Michigan, Louisiana, and Ala- 
bama are among the leaders in trying 
to solve their forestry problems. 

The policies discussed above, includ- 
ing the regulation of settlement and 
financial aid to private companies as 
practiced in Wisconsin, and to a lesser 
extent in Oregon and Washington; 
granting financial aid direct to farmers 
under the rural credit laws and from 
state funds; land classification as car- 
ried out by the Michigan Land Eco- 
nomic Survey; the protection of settlers 
from exploitation by means of land cer- 
tification as in Michigan, licensing real 
estate dealers and regulating the sale 
of speculative securities; the utilization 
for purposes other than agriculture of 
non-agricultural lands as administered 
in the states with progressive forestry 
and conservation laws; and_state- 
directed settlements either in groups or 
on individual farms are, at present, the 
outstanding activities of individual 
states. 


IV. Outlines of the Problem 


Many of these policies were adopted 
years ago when economic conditions 
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were different from what they are now. 
At that time, and even today in some 
localities, such conditions as the dis- 
appearance of free land of good qual- 
ity, the difficulties in attracting settlers 
to the land, and the large capital 
requirements necessary to begin farm- 
ing, brought the states face to face with 
the problem of attempting to supervise 
this expansion. 

The states are not confronted with 
the question of a supply of land. We 
have an area of over 300,000,000 acres 
of land that may be used for agriculture 
after more or less extensive reclamation 
by irrigation, by clearing, or by drain- 
ing, and an area of larger extent of low- 
grade semiarid land suitable for 
grazing. The land-supply phase of the 
question resolves itself principally into 
the question of how to get the land 
ready to cultivate at a cost commensv- 
rate with its productive value after 
reclamation. 

The sparsely settled states and com- 
munities always want an increase in 
population. They look forward to an 
“optimum density” of population when 
all the resources of the state will be 
developed. They are likely to consider 
it the patriotic duty of officials and cit- 
izens to induce settlers to move to the 
state. They are not usually in a posi- 
tion to consider the effect of their own 
expansion on the national agricultural 
outlook, nor on the relation of agricul- 
tural development to industrial and 
financial development. This attitude of 
mind must be reckoned with. 

Yet the problem is more than one of 
maintaining an economic balance be- 
tween agriculture as a whole and other 
channels of production. It is essential 
to consider the annual migrations of 
people from country to city and vice 
versa. Each year a million or more 
persons leave farming pursuits for the 
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city, and each year a substantial number 
go from city to country. How is this 
stream of people back and forth—the 
drainage of the rural population and 
the back-wash of city folk—going to be 
guided and controlled in the best inter- 
ests of agriculture and the nation as a 
whole? This is a task involving not 
only the balance between agriculture 
and other industries, but also a balance 
between different lines of agricultural 
enterprise as well as between country 
and city population migrations. Even 
though agriculture as a whole seems to 
be contracting, problems of intra-agri- 
cultural adjustment and _ population 
adjustment will remain. For there are 
still great numbers of country people 
who do not find their proper niche in 
the cities and after a while drift back 
to the country, just as there are num- 
bers of both new and old farm settlers 
who fail and return to the cities. This 
process involves study from both ends; 
the placement of the rural surplus in 
city occupations as well as the place- 
ment of city workers on farms, which 
is the problem that is in part considered 
here. 


Need of Cooperation in a Compre- 
hensive Land Policy 


None of the states has gone as far 
as it has constitutional authority to go 
in controlling the sale and settlement of 
its idle or underdeveloped lands in view 
of the above considerations. More- 
over, the Federal Government has 
developed no comprehensive policy 
applicable to all classes of land. 

It seems probable that the time will 
soon come when federal and state 
policies must be developed to regulate 
and control the reclamation and the 
expansion of the agricultural area and 
the distribution of settlers in selected 


regions under conditions that offer rea- 
sonable social and economic opportuni- 
ties for the settlers themselves and that 
do not threaten to throw agriculture 
out of economic adjustment with other 
industries. 

The interrelation and _ interdepen- 
dence of uses of land are such that a 
sound land policy must be well rounded 
and inclusive. The various require- 
ments of, and adequate provision for, 
forest production, crop production and 
grazing, protection of game and fish, 
recreational facilities on public lands, 
drainage, power development, and so 
forth, should be mutually considered. 

This new land policy must be devel- 
oped jointly by the Federal Govern- 
ment and the states working in coop- 
eration. Neither the one agency nor 
the other alone can effectively develop 
an adequate policy. The states, on the 
one hand, have much more adequate 
constitutional powers for dealing 
directly with various problems con- 
nected with private property in land 
than has the Federal Government. 
They are closer to local conditions and 
frequently more capable of dealing 
effectively with the varied circumstances 
existing in different localities. 

On the other hand, the Federal 
Government still controls a_ public 
domain of vast extent, including the 
National Forests and National Parks. 
It legislates with reference to immigra- 
tion, and is in a stronger position than 
the individual states for dealing with 
the various problems arising from inter- 
state migration, and the interstate sale 
of land. Through the tariff policy and 
control of railway rates it may exert an 
important influence on the margins of 
agricultural development, both national 
and local. Through its road building 
program, improvement of navigable 
waters, and its already developed 
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reclamation policies, it is in a position 
to determine to some extent the direc- 
tion of development. Through the 
research and extension facilities of the 
Department of Agriculture it may, 
jointly with the states, exert an impor- 
tant educational influence. Finally the 
Federal Government is in a position to 
view the land problem from _ the 


broader outlook of the nation as a 
whole, while the states tend to reflect 
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the influence of local interests, which 
may seek an undue development at the 
expense of other localities. 

No adequate, well-rounded policy has 
yet been evolved by either state or fed- 
eral governments, but the existence of a 
problem in land policy is beginning to 
be recognized, and the policies dis- 
cussed above are the result of that 
recognition which may yield good 
results in the years to come. 
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THE AMORTIZATION OF DISCOUNT, 
PREMIUM, AND EXPENSES ON FUNDED DEBT 
OF PUBLIC UTILITIES 


By JOHN H. BICKLEY 


accounts prescribed by the Inter- 

state Commerce Commission and 
state utility commissions constitute one 
of the most essential measures in public 
service company regulation and have 
produced salutary results. When a 
comparison is made of the accounts and 
statements of utilities prior to the be- 
ginning of this form of government 
control with the complete and well- 
organized records of today, we must 
recognize the contribution made by the 
uniform classifications. Early in the 
history of public control over steam 
railways and other public service enter- 
prises, it was realized that regulation 
must be founded upon an accurate 
knowledge of business operations as 
shown by the corporate accounts; and 
that these accounts, in order to be ser- 
viceable as a guide to regulation, must 
be standardized for all companies en- 
gaged in the same kind of business. One 
end in view was a comparison of the 
operations and financial condition of 
different companies. 

But it was doubtless seen then, as it 
is now by those who have attempted to 
make studies of utilities from the re- 
ports which are filed with regulatory 
commissions, that the uniformity is not 
complete and that a comparative analy- 
sis is subject to many adjustments and 
corrections. The case of depreciation 
alone need be cited. The variety of 
concepts bearing upon this subject and 
the different methods used in measuring 


Ts uniform classifications of 


and recording depreciation seriously mil- 
itate against the reliability of figures 
and ratios influenced by this factor. So 
uncertain have been the determining 
elements and so little has been known 
concerning them that commissions have 
not specified any rates for general 
application. 

Some events which the accountant is 
called upon to record cannot be mea- 
sured with mathematical accuracy; and, 
further, some discretion must be allowed 
the accounting officers of individual cor- 
porations in the method of expressing 
in debit and credit form the nature of 
certain transactions. On the other 
hand, there are events, susceptible of 
precise measurement, which should be 
recorded in a definitely prescribed man- 
ner, but in which, unfortunately, some 
classifications allow an option. If an 
alternative method were in conformity 
with sound principles and if expediency 
demanded that it be permitted, the re- 
sulting lack of uniformity and the diff- 
culties in making comparisons could be 
accepted as necessary. But if an alter- 
native method is in violation of accurate 
accounting, and if it makes possible an 
obscurity of figures, it is at once evident 
that the option serves no desirable pur- 
pose and should not be allowed. 


Prescribed Methods of Amortization 
A striking example of the latter con- 


dition is found in the balance-sheet 
accounts, debt discount and debt pre- 
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mium, of the Interstate Commerce Com- 
mission classifications, as well as those 
of some state commissions. The sec- 
tion of these accounts which leads to 
obscurity and to the destruction of a 
comparable basis with respect to interest 
costs and the net investment of bond- 
holders is that which permits the extin- 
guishment, at any time, of all or any 
portion of the unamortized discount or 
premium by charges or credits to sur- 
plus. The classifications of the Inter- 
state Commerce Commission contain 
special instructions pertaining to gen- 
eral balance-sheet accounts. In section 
3 may be found the following provision, 
which defines the methods of writing 
off discount and premium on funded 
debt: 


Each month there shall be charged to in- 
come account “Amortization of Discount on 
Funded Debt” a proportion (based upon the 
ratio of such fiscal period to the remaining life 
of the respective securities) of each of the 
debit balances in these accounts, and corre- 
spondingly there shall be credited to income 
account “Release of Premiums on Funded 
Debt” a similar proportion of each of the 
credit balances in these accounts. Carriers are 
allowed the option of extinguishing at any 
time, through charges to Profit and Loss, all 
or any portion of the debit balances remaining 
in any of these accounts and of deferring the 
extinguishment of credit balances until the 
maturity of the obligations represented.’ 


The uniform classifications pre- 
scribed by the Public Service Commis- 
sion of Pennsylvania and of several 
other states offer the same option. The 
account ‘““Unamortized Debt Discount 
and Expense” in the Pennsylvania 
classifications reads as follows: 


At or before the close of each fiscal period, 
credit to this account and charge to “708, 
Amortization of Debt and Discount and Ex- 





* Italics mine. 
*Classification of accounts of Electric Utilities, 
Pennsylvania. Italics mine. 


pense” account, or to “296, Interest during 
Construction” account, as provided therein, a 
proportion of such discount and expense based 
upon the life of such evidences of indebtedness 
to date of maturity. Such discount and ex- 
pense may, if desired, be amortized more rap- 
idly through charges of all or any part of it, 
either at the time of issue or later, to “811, 
Other Deductions from Surplus’ account. 


The “‘Unamortized Premium on Debt” 
account provides that “‘at its option, the 
utility may delay making any charges to 
this account until the date of maturity 
of such debt or, if it is retired before 
maturity, until the date of retirement.” 

It is gratifying to observe that the 
Federal Power Commission does not, 
in its “System of Accounts Prescribed 
for Licensees under the Federal Water 
Power Act,” allow the option of arbi- 
trarily extinguishing either discount or 
premium. The Federal Power Classi- 
fication was promulgated in 1922, eight 
years after the present classification of 
the Interstate Commerce Commission 
for steam railways, and reflects experi- 
enced consideration of this accounting 
question. 

In extinguishing debt discount, sev- 
eral methods may be followed by utili- 
ties in those jurisdictions in which there 
is the option of writing off the discount 
without reference to the unexpired life 
of the obligations: 


1. Amortization on a straight-line basis 
over the life of the debt; 

2. Interest amortization, sometimes re- 
ferred to as “scientific” amortization ; 

3. The charging off of all discount to 
surplus during the year in which the securi- 
ties are issued ; 

4. The charging off of the discount arbi- 
trarily according to the amount of corpo- 
rate surplus from year to year; 

5. Postponement of all charges until the 
year in which the debt is retired. 


The options with respect to premium 
on funded debt are not so clear, the only 
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AMORTIZATION ON FUNDED DEBT OF PUBLIC UTILITIES 


statement in the Interstate Commerce 
Commission classifications being that 
carriers may defer “‘the extinguishment 
of credit balances until the maturity of 
the obligations represented.” This has 
been interpreted by some of the larger 
steam railway systems to permit an 
arbitrary writing off of premium to sur- 
plus, and, if desired by the steam rail- 
way, the crediting of surplus with the 
full amount of the premium during the 
year in which the securities are mar- 
keted. It is understood that the pre- 
mium must first be recorded in the ‘‘Pre- 
mium on Funded Debt” account, and 
thence credited to surplus. The result 
of this construction is that the same 
methods as those used for discount may 
be followed in extinguishing premium. 


Meaning of Debt Discount and Pre- 
mium and Reasons for Periodic 
Amortization 


A consideration of the fundamental 
accounting and financial aspects of dis- 
count and premium brings into clear 
perspective the necessity of periodic 
amortization, and emphasizes the rea- 
sons for making this procedure manda- 
tory from the standpoint of public 
regulation. 

The definitions of debt discount and 
premium as given in the Interstate 
Commerce Commission classifications 
are sufficient to explain how they are 
measured arithmetically. 


By the term discount is meant the excess of 
the par value of funded-debt securities issued 
or assumed, and the accrued interest thereon, 
over the actual cash value of the consideration 
received for such securities. By the term 
premium is meant the excess of the actual 
cash value of the consideration received for 
funded-debt securities issued or assumed over 
the par value of such securities and the accrued 
interest thereon. 
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Thus, if a bond having a par value of 
$1,000 is sold for $900, the discount 
(assuming there is no accrued interest) 
is $100; and, if sold for $1,100, the 
premium is $100. 

While the above definitions explain 
how discount and premium are mea- 
sured, they do not explain their basic 
significance in determining the financial 
condition and the fixed charges of an 
enterprise. It is aimed, herein, to set 
forth the reasons for, and the economic 
meaning of, these elements and to dem- 
onstrate why periodic amortization on 
either a straight-line or a scientific basis 
is the only correct method of extin- 
guishing them. 

Bond discount is incurred because the 
nominal, or cash, rate of interest stipu- 
lated in the bond is less than the rate 
of interest demanded by buyers, at a 
given time, for the income and property 
security offered by the issuing corpora- 
tion and in consideration for an invest- 
ment in bonds having certain provisions 
and qualities. If bonds carry a nominal 
interest rate of 5% and if the market 
demands a return of 514%, the securi- 
ties must be sold at a price sufficiently 
below par to yield the higher return. 
On the other hand, if the bonds stipu- 
late 514% and the market asks only 
5%, the obligations can be issued at a 
price above par that will bring the 
actual yield to the investor down to 5%. 
In brief, premium and discount are 
products of the relation between the 
nominal rate of interest and the rate de- 
manded by the market at a certain time. 
Hypothetically, two companies may be 
identically the same and offer the same 
security for principal and interest, but 
the bonds of one may have been written 
with a nominal rate of 5% and those of 
the other with a rate of 6%. If the 
market calls for 514%, the obligations 
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of the first company will be issued be- 
low par and those of the second will 
be sold above par. But in either case, 
the actual interest cost to the corpora- 
tion will be approximately 5 14%, under 
the assumption that both issues run the 
same period of time. This simple dis- 
tinction is to be remembered in consid- 
ering the method of extinguishing 
discount and premium and in measuring 
interest charges from year to year. 

Discount may be defined as deferred 
interest which accrues to interest during 
the life of the debt. During each inter- 
est period in which the bonds are out- 
standing, a portion of the discount 
becomes a part of the actual interest 
cost for that period. This is the im- 
portance of discount from the stand- 
point of the fixed charges of an 
enterprise. From the point of view of 
the balance sheet, the unamortized dis- 
count is to be deducted from the par 
value of the bonds outstanding, in order 
to determine the actual investment of 
the bondholders in the business at a 
given time. 

The total interest cost of borrowed 
funds may be measured as the difference 
between the amount received by the 
borrower and the total amount which 
he pays, including the principal at ma- 
turity. In the case of a $1,000 bond 
sold for $900, maturing in 30 years, 
and bearing a nominal interest rate of 
5%, what will be the total interest cost ? 
During each of the 30 years, the debtor 
will pay $50, or a total of $1,500 dur- 
ing the life of the bond. At the end 
of the 30 years, the principal of $1,000 
is paid. The total payments, therefore, 
amount to $2,500 for the use of $900. 
By this process, the total interest cost 
is found to be the difference between 
$2,500 and $900, or $1,600, in contrast 
to the $1,500 cash interest paid at the 


rate of 5% ayear. The amount $1,600 
is the actual interest cost to be distrib- 
uted over the 30-year period. 

It is evident that the discount of $100 
is just as much a part of the interest 
cost as the cash interest paid annually 
or semiannually. An accurate statement 
of the interest cost of any period dur- 
ing the life of the bonds can be 
obtained only by prorating the $100 dis- 
count over the 30 years. If, during any 
interest period, a portion of the $100 is 
not written off as an additional interest 
charge, that charge is understated. The 
mathematically correct portion of the 
discount to be charged as interest dur- 
ing any period is susceptible of measure- 
ment, but the principles involved do not 
come within the scope and purpose of 
this article. 

In defining the total interest cost as 
the difference between the total amount 
paid (cash interest and principal) and 
the amount received, allowance is made 
for the redemption of bonds at a pre- 
mium before the date of maturity. A 
$1,000 bond maturing in 30 years may 
be redeemable at the end of 20 years at 
a premium of 10%. If actually re- 
deemed at that time and price, the total 
interest cost would be $1,100. This is 
found by adding the redemption price 
of $1,100 and the cash interest paid, 
amounting to 5% for 20 years, or 
$1,000, and deducting the $1,000 re- 
ceived, under the assumption that the 
bond was sold at par. If it were pos- 
sible to predetermine, at the time of 
issue, that the bond would be retired 
at the end of 20 years, a proper pro- 
rating of the interest cost would 
demand an accumulation of the $100 
premium by an additional charge 
for interest. A forecast of this kind, 
however, is impossible. Obviously, if 
the issuing company knew that at the 
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end of 20 years it would call the bond, 
it would limit the life of the obligation 
to that period and would save the extra 
$100. For this reason, a charge for the 
premium must be deferred until the 
bond is retired and then be charged to 
surplus. 

A similar problem is encountered 
when bonds, issued at a discount, are 
redeemable at par before maturity. 
Should the discount be extinguished be- 
tween the date of issue and the date of 
maturity or between the date of issue 
and the time the bonds may be called? 
If we reason from the foregoing case, 
the longer period must be accepted as 
the period of amortization; and, in the 
event the bonds are redeemed, the un- 
amortized discount, at the time of 
redemption, must be treated as a sur- 
plus charge. 

Perhaps the clearer way to visualize 
the balance-sheet significance of bond 
discount is to view it from the stand- 
point of the investor. An individual 
pays $900 for a 5% bond having a par 
value of $1,000, maturing in 30 years. 
He invests $900; but, if he holds the 
bond until its maturity, he will receive 
$1,000. This means that his capital- 
increases to $1,000. But does the en- 
hancement occur in one year, or in one 
day—the day on which the $1,000 face 
of the bond is received? It is evident 
that the additional $100 has been accru- 
ing throughout the 30 years, and that 
each year in which the investor received 
a cash interest payment of $50, a por- 
tion of the discount accrued as income. 
As the portion of discount is not re- 
ceived from year to year, it accumulates 
as an addition to his investment interest 
in the corporation. 

Consequently the same enhancement 
in the interest of the bondholder must 
be recorded on the books of the issuing 


DEBT OF PUBLIC UTILITIES — 301 
corporation. This is done by writing 
off each year a fraction of the debt dis- 
count, until at the maturity of the debt 
all of the discount will have been extin- 
guished and the interest of the bond- 
holder will be shown by the books to 
be the par value of the bond. 

In an arithmetical sense, premium has 
been defined as the excess of the sales 
price of bonds over their par value. 
Financially, premium is principal which 
is returned by the borrower to the cred- 
itor over the life of the debt. Thus, 
if a 30-year bond is sold for $1,100, 
the corporation has the use of this sum, 
for which it pays $50 cash interest each 
year. The individual who invests the 
$1,100 will, at the end of 30 years, 
receive as payment for the retirement 
of the bond only $1,000. Has he lost 
$100, as it might appear? The decline - 
from his investment of $1,100 to his 
receipt of $1,000 at the retirement of 
the security has not occurred in one 
year, but has been taking place over the 
entire period of 30 years. An accurate 
accounting for the investor’s funds 
would call for his setting aside each 
year, from the $50 cash interest re- 
ceived, a certain amount which will keep 
intact his principal of $1,100, so that at 
the maturity of the bond he will have 
$100 reserved from the interest as a 
gradual return of that part of his prin- 
cipal. It is manifest, also, that he does 
not receive the nominal interest of 5%, 
because his return is $50 on a commit- 
ment of $1,100. 

The corporation paying the $50 inter- 
est does not incur a cost of 5%, because 
it enjoys the use of $1,100 invested by 
the bondholder. A portion of the $50 
represents a return of principal and a 
reduction of the creditor’s investment. 
This reduction of the creditor’s interest 
continues until at the end of 30 years 
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the book value of the bond is equal to 
its par value, the amount which the cor- 
poration pays to retire the obligation. 
Each year the interest cost is less than 
the $50 cash paid to the extent of the 
amount of principal returned to the 
bondholder. By referring again to the 
calculation of interest as the difference 
between the amount received and the 
amount paid, we find that the company 
pays, during 30 years, a total of $1,500 
as nominal interest, and at the expira- 
tion of this time it pays the par of 
$1,000, a total of $2,500. As the 
amount received was $1,100, the inter- 
est cost, instead of having been $1,500, 
was only $1,400. 


Methods of Amortizing Bond Discount 
and Premiums 


Having examined the meaning and 
nature of bond discount and premium, 
we may turn to a further consideration 
of the methods of amortizing them. At 
this point, it is submitted as essential in 
the accounting regulation of public util- 
ities that the balance sheet reflect, as 
precisely as possible, the investment 
interest of creditors and stockholders, 
and that the income statement present 
the actual interest cost on borrowed 
funds. If a corporation follows the 
practice (which has already been re- 
ferred to as an objectionable method, 
permitted by the Interstate Commerce 
Commission and several state commis- 
sions) of writing off discount and pre- 
mium arbitrarily according to the 
corporate surplus, the balance sheet 
would not reveal a true picture nor 
would the income statement tell an accu- 
rate story. 

When a corporation follows the pol- 
icy of charging off the entire discount 
on an issue against surplus in the year 


in which the securities are sold, three 
serious accounting and financial evils 
result. In the first place, the interest 
costs on the borrowed funds are there- 
after understated because each interest 
period is not burdened with its proper 
share of the discount. Second, all of 
the discount having been retired prema- 
turely, there is nothing to show from 
year to year the investment interest of 
the bondholders. As a concomitant 
of the second condition, the discount 
having been charged against surplus, the 
latter is unduly reduced, with a result- 
ing understatement of the net worth of 
the stockholders. The last point is 
significant and demands further com- 
ment. An interesting and important 
section of the balance sheet of any cor- 
poration is the accumulated surplus re- 
tained in the business. This applies 
particularly to public utilities because of 
the wide-spread holding of their securi- 
ties and because of the interest of the 
public as patrons. Stockholders, credi- 
tors, and consumers want to know the 
extent to which corporate assets have 
been accumulated out of earnings as in- 
dicated by the corporate surplus and 
proprietary reserves. An arbitrary re- 
duction of surplus has the effect of con- 
cealing earnings and understating net 
worth. Here is seen the undesirable 
effect of a lump-sum amortization of 
bond discount. 

In addition to the above effects, the 
difficulty of making a reliable compari- 
son of utilities is accentuated. The 
prosperous company can afford to write 
off the discount immediately after it is 
incurred; and, since the operation is 
only a book entry, nothing is subtracted 
from the productive assets. A weaker 
company with but a small surplus can- 
not absorb the discount so quickly. As 
a consequence, the balance sheets and 
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the income and surplus statements are 
impaired in value, and any effort to mea- 
sure the relative strength and success of 
the two enterprises is hindered by the 
policy with respect to discount. To 
place the statements on a comparable 
basis, it is at times necessary to review 
the corporate records for years and 
adjust surplus and discount. This is a 
task of considerable proportions and 
can be accomplished only when all in- 
formation is available and not lost in 
corporate history. 

A single illustration will serve to em- 
phasize the influence on corporate 
statements of arbitrarily amortizing 
bond discount. On December 31, 1922, 
a utility reported a corporate surplus 
unappropriated of $3,556,247.80, and 
on December 31, 1923, the surplus had 
increased to $4,373,393-78. The debit 
side of the balance sheet showed that on 
December 31, 1922, there was an un- 
amortized debt discount and expense of 
$2,096,438.21. Nothing appeared for 
this item at the close of 1923, because 
the full amount of the discount and ex- 
pense was charged off during that year. 
As a result, the surplus and net worth 
on December 31, 1923, were under- 
stated to the extent of approximately 
$2,000,000. This concealed the impor- 
tant fact that the net assets of the busi- 
ness had increased out of profits in one 
year about $2,000,000 more than was 
shown by the balance sheet. 

The evils of arbitrarily extinguishing 
bond premium are no less serious than 
the arbitrary treatment of discount, and 
the dangers of permitting a public ser- 
vice enterprise to write off premium in 
such a manner as not to record the ac- 
curate interest cost are twofold. The 
practice may be equally advantageous 
to both strong and weak corporations. 
The former, by immediately crediting 


DEBT OF PUBLIC UTILITIES 303 
surplus with the full amount of the 
premium, overstates its net worth; but, 
because the premium is not thereafter 
amortized by a reduction of interest 
charges, the periodical interest cost to 
the corporation is inflated. This treat- 
ment of premium is a two-edged sword, 
and it may be used to inflate surplus at 
a time when the business is in a pre- 
carious financial condition. Bankers 
and skilled investors probably would 
not be misled by such manipulations, but 
the general public, to whom a direct 
appeal might be made for funds, might 
gain an erroneous impression of the 
prosperity of the business. It is en- 
tirely within the range of possibility 
that a utility, during a period of effi- 
cient management and large profits, 
would issue its bonds at a premium. 
Subsequently, there might be a change 
in management, and assets might be dis- 
sipated. To bolster the corporate sur- 
plus, the premium could be credited to 
surplus and the latter thereby inflated. 
What is more important, there would 
be an erroneous showing of accumulated 
profits. The net worth, or proprietor- 
ship, would be artificially increased 
without the addition of a dollar to the 
assets and without the liabilities being 
reduced. This alone is sufficient to de- 
mand the proper amortization of pre- 
mium over the life of the securities by a 
reduction of interest costs to evidence 
the return of principal. 

No additional argument should be 
needed to demonstrate that accounting 
methods which so readily lend them- 
selves to altering the statements of 
financial condition and fixed charges 
should not be permitted in a classifica- 
tion designed to facilitate public control 
through corporate records. However, 
there is another feature of the question 
of amortization which may call for par- 
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ticular attention in the future and even 
today. As prices tend to become stab- 
ilized, we may recognize the weight of 
the arguments presented by Mr. Justice 
Brandeis, in Missouri ex rel. Southwest- 
ern Bell Telephone Co. v. Public Ser- 
vice Commission of Missouri,* in 
support of prudent investment as the 
basis of a fair return to utilities. The 
method which he describes for measur- 
ing the adequacy of the return places 
unprecedented emphasis upon interest 
costs.* 


Defenses of Arbitrary Amortization 


In defense of the practice of charging 
off discount as rapidly as it can be 
absorbed by surplus, the argument of 
conservatism is invariably advanced. 
The value of a conservative balance 
sheet is not to be denied; but when 
pushed to an absurdity and to a point 
where it is in conflict with accounting 
fundamentals, the usefulness of the 
statement is seriously impaired. The 
advantages of knowing the actual inter- 
est costs, the correct surplus, and the 
investment of bondholders more than 
compensate for any gain to be derived 
from arbitrarily extinguishing either 
discount or premium. 

It ‘is sometimes contended that, be- 
cause discount has no realizable cash 
value, bankers prefer that this item be 
eliminated from the balance sheet. It 
is conceded that such value does not 
attach to discount; but, if bankers wish 
to reduce net worth to the extent of the 
discount, they can easily do so. The 
discount is shown, and it is a simple and 
short problem in arithmetic to subtract 
one figure from another. The impor- 


* 262 U. S. 276 (1923). 
*The author has discussed the views of Mr. 
Justice Brandeis in some detail in his article, “Val- 


tant fact is that, if discount is scien- 
tifically amortized, the banker can see 
without further inquiry the amount by 
which earned surplus must be reduced to 
absorb a capitalization item which 
affects future interest costs. There is 
no obscurity and no distortion. Further- 
more, if the banker is valuing items on 
the basis of realizable cash value, he is 
not appraising a going-concern and 
would be required, by the same reason- 
ing, to make deductions from other 
amounts carried on the asset side of the 
balance sheet. In this connection, it 
may be observed that bankers in record- 
ing their long-term investments are me- 
ticulous in amortizing both discount and 
premium according to the principles of 
interest. Their methods are more accu- 
rate than those required by any classi- 
fication prescribed for public utilities. 
Insurance companies, which are equally 
conservative, amortize on a compound- 
interest basis, and there is no general 
insistence that the premium paid for 
securities be immediately charged 
against surplus. Why, then, should the 
issuing corporation, under the guise of 
conservatism, follow one practice and 
the institutions which should be char- 
acterized by conservative principles 
follow a different method? 


Problems of Amortization 


There are several problems, arising 
in connection with the amortization of 
debt discount and premium, that may 
be commented upon briefly. The first 
is the amortization of discount or pre- 
mium on bonds having no stipulated 
date of maturity. Such issues are not a 
common means of corporate financing 





uation of Public Utilities for Rate Purposes,” in the 
March, 1926, issue of the American Economic 
Review. 
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in this country, but they occasionally 
appear in various forms, especially as 
debenture bonds. As the principal ma- 
tures only in the event of default in the 
payment of interest or from breach of 
any of the covenants of the bond inden- 
ture, there is no definitely ascertainable 
time over which to retire either dis- 
count or premium. These issues must 
be regarded in the light of permanent 
investments, subject to conditions which 
cannot be foreseen, and the discount 
should be carried indefinitely as a mea- 
sure of the commitment of bondholders 
to be extinguished only when the bonds 
are reacquired or retired. 

A second problem is the treatment 
of unamortized discount or premium 
when bonds are reacquired by the issu- 
ing corporation. The classifications of 
most commissions provide that when 
the issuing company reacquires its own 
securities under circumstances which do 
not permit it to treat them as canceled 
or retired, the appropriate reacquired 
securities account is to be charged with 
the par value. At the same time, a pro- 
portionate part of the unamortized dis- 
count or premium is to be retired by a 
charge or a credit to surplus. The 
classifications adopted by the National 
Association of Railroad and Utilities 
Commissioners, and prescribed by many 
states, provide further that when such 
securities are reacquired at a price which 
‘is greater or less than their par or face 
value, the difference shall be adjusted 
through Profit and Loss or through the 
appropriate discount or premium 
account.” Thus, when bonds sold at a 
discount are reacquired at less than par, 
the unamortized discount on the bonds 
purchased is to be charged against sur- 
plus, and the difference between par and 
the purchase price may be charged 
against either surplus or unamortized 
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discount. The Interstate Commerce 
Commission classifications stipulate, as 
“Note E” of account, “Securities Issued 
or Assumed—Unpledged,” that “the 
difference between the par value and the 
amount paid in reacquiring such securi- 
ties shall be debited (or credited, as 
the case may be) to Profit and Loss.” 
No provision is made for canceling pur- 
chase discount on reacquired bonds 
against unamortized discount. 

The policy of the Interstate Com- 
merce Commission is preferable. The 
discount on the reacquired securities 
having been charged off, the Unamor- 
tized Discount account is not to be re- 
duced further by a credit for the gain 
realized on the purchase of the bonds. 
To do so is to lead to an erroneous 
statement of the investment in the se- 
curities that remain outstanding and to 
a change in the effective interest on 
these bonds. The discount on the pur- 
chase does not affect the investment in 
the bonds still outstanding nor does it 
affect the interest cost thereon. Each 
bond continues to represent the same 
investment and to cost the same effec- 
tive interest, changed only by subse- 
quent amortization. 

These are fundamental conditions 
which cannot be altered by the reacqui- 
sition of other bonds of the same issue. 
The net profit resulting from the reduc- 
tion of the debt for less than its face or 
par value is the difference between the 
book value of the bonds, which is par 
value less unamortized discount, and the 
purchase price, and is not the difference 
between the par value and the amount 
paid to reacquire the bonds. This could 
be shown by charging the purchase dis- 
count to an account, “Discount on the 
Reacquisition of Bonds,” and crediting 
this account with the unamortized dis- 
count on the bonds retired. The balance, 


Fe 
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representing the net profit, could then 
be recorded as a surplus credit. 

Another problem is closely related to 
that just considered. The practice of 
some utilities is to charge to unamor- 
tized discount not only the discount on 
an original issue, but also any discount 
suffered on a sale of reacquired securi- 
ties. There is no provision in any 
commission classification bearing upon 
this question, but it is reasonable to 
assume that commissions do not con- 
template that profits or losses resulting 
from a utility’s trading in its own 
securities are to be charged or credited 
to discount or premium. Classifications 
would be strengthened by explicit in- 
structions on this point. 

A common form of corporate obli- 
gation is the first and refunding mort- 
gage bond issued in series to acquire 
additional funds and to retire securities 
previously issued. During a period of 
high interest rates, a utility, anticipating 
a decline in the cost of money, will 
issue a series of bonds callable at a 
quoted price on and after a certain date, 
but convertible, before and after that 
time, into another series bearing a 
lower rate of interest. In no classifi- 
cation are there instructions for the 
disposition of discount or premium on 
bonds of the first series which have 
been converted. It has been observed 
that when bonds are retired before their 
maturity, a proportionate part of the 
unamortized discount or premium is to 
be charged or credited to surplus, as 
the case may be. The effect of a con- 
version of bonds from one series to 
another is to retire and cancel the first 
and to issue in their place bonds of the 
second series. The indebtedness is not 
reduced but merely changed in form. 
The officers and directors of a corpora- 
tion, in preparing the financial plans and 


in estimating the savings to be derived 
from a conversion, treat the unamor. 
tized discount on the first series as one 
of the costs to be offset by a saving in 
interest after conversion. Since the 
debt is continued in a new form, the 
unamortized discount or premium on 
the first series becomes a part of the 
cost of the second and must be carried 
over and written off over the life of 
that issue. ‘ath 

Somewhat different is the conversion 
of bonds into capital stock. In this case 
the indebtedness is reduced, and as the 
cash interest payments are terminated, 
the charges for amortization of dis- 
count must be discontinued. This is 
not a mere change in the form of the 
indebtedness but a cancelation, and the 
unamortized discount or premium must 
be written off to surplus. 


Amortization of Debt Expenses 


Thus far, the discussion has been 
confined entirely to debt discount and 
premium and the expenses incurred in 
issuing bonds have been referred to only 
incidentally. All classifications agree 
that the expenses incurred in connec: 
tion with the issue and initial sale of 
long-term debt obligations should be 
charged to the same account as dis- 
count. The instructions contained in 
the classifications adopted by the 
National Association of Railroad and 
Utilities Commissioners fully define the 
costs to be so charged. 


By the term expense are meant all expenses 
in connection with the issue and initial sale 
of evidences of debt, such as fees for drafting 
mortgages and trust deeds; fees and taxes for 
issuing or recording mortgages and trust 


deeds; cost of printing bonds, certificates of _, 
indebtedness, and other commercial paper hav- 


ing life of more than one year; fees paid 
trustees acting under mortgages and trust 
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deeds; fees paid for legal services to trustees 
relative to mortgage securities; fees and com- 
missions paid underwriters and brokers for 
marketing such evidences of debt; and other 
like expense. 


It will be observed that the definition 
of expense applies specifically to those 
“in connection with the issue and initial 
sale of evidences of debt.” No refer- 
ence is made, either in the unamortized 
debt discount and expense account or 
elsewhere, to the periodic costs in con- 
nection with interest payments, to the 
expenses involved in reacquiring securi- 
ties for the treasury or in their resale, 
or to the cost of redeeming and retiring 
obligations. Utility classifications will 
be searched in vain for instructions cov- 
ering these items. Where then are they 
to be recorded? An examination of the 
records of various corporations shows 
that these costs are usually charged in 
one or both of two ways. In some 
instances they are charged to the dis- 
count and expense account and in others 
to an operating account, such as legal 
expenses or other general expenses. 

The classification of the Federal 
Power Commission, in addition to de- 
fining debt expenses in words almost 
identical to those already quoted, pro- 
vides that expenses of the second group 
are to be charged as a part of the 
operating costs. 


Expenses incurred subsequent to the issue 
and initial sale of evidences of debt, such as 
payments to trustees for services in connection 
with the payment of interest on or the redemp- 
tion of debt obligations, should be charged to 
Operating expense account 945, “Other Gen- 
eral Office Expenses,” or other appropriate 
account. (Page 11, section 4 (b) of Federal 
Power Classification. ) 


The same words are found in the 
electric classification of the Railroad 


Commission of California. 
In deciding upon an allocation of 


these charges, three questions may be 
asked: 


First, are they expenses which should be 
carried in suspense and gradually retired as 
a part of the cost of borrowed funds, and 
thereby placed in the same category with dis- 
count and expenses in connection with the issue 
and initial sale of bonds? 

Second, should they be treated as an operat- 
ing expense and imposed directly upon the rate 
payer? 

Third, should they be charged off as a gross 
income or surplus deduction during the year 
in which incurred? 


As the expenses do not arise at the 
time of issue of the bonds, there is no 
justification for treating them as a de- 
ferred charge and gradually amortizing 
them over the life of the debt. If they 
are added to operating costs, the utility 
patron is required to carry directly a 
cost which has to do with the bond- 
holders’ investment. He would, there- 
fore, be burdened with an expense 
which contributes no more to the earn- 
ing of operating revenue than the in- 
terest itself. 

A distinction of vital importance in 
public utility accounting is that between 
operating expenses and those to be paid 
out of return on the property. The 
operating expenses may be defined 
briefly as those incurred in rendering 
the public service and in producing the 
revenue derived therefrom. It is 
obvious that the costs of retiring bonds 
and similar expenditures are, like in- 
terest, a part of the capital expenses to 
be paid out of fair return. To avoid 
placing an undue burden upon the con- 
sumer and to make possible a determi- 
nation of the total costs involved in 
borrowing on long-term debt obliga- 
tions, there should be provided a gross 
income deduction account to be charged 
with the miscellaneous costs, such as 
periodic fees to fiscal agents and the 
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expenses in the payment of interest, 
which occur with regular frequency. 
The expenses incurred in reacquiring 
bonds and in retiring them should be 
charged against either gross income or 


surplus; or, in case the account, “Dis. 
count on the Reacquisition of Bonds,” 
referred to above, is used, the expenses 
of reacquiring bonds would be charged 
to this account. 
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A STUDY OF UTILITY FINANCIAL 
STRUCTURES: CURRENT POSITION’ 


By A. E. PATTON AND O. GRESSENS 


executives of corporations is the 

control of finances. Administra- 
tive officers of all business enterprises 
ordinarily give careful attention to 
financial matters and particularly to 
financial structures. As financiers, men 
are usually judged by the structures 
which they establish and by their ability 
to remain out of financial embarrass- 
ment through all periods of business 
prosperity and depression, and, at the 
same time, retain the highest possible 
percentage of earnings for the common 
stockholders. Much of their thought, 
therefore, is given to methods and 
proportions which will allow them to 
finance as economically as possible and 
yet remain within the bounds of safety. 
In this latter respect, their most imme- 
diate concern probably is the availability 
at all times of proper amounts of liquid 
assets which can be readily converted 
into cash to meet current payments. 
Well-informed financiers know the 
calamitous results which follow a con- 
dition of frozen assets, and, in the 
great majority of cases, they carefully 
avoid such disasters. On the other 
hand, they also know that excessive 


= of the important tasks of the 


*EpitoriaL Note: This is the second of a series 
of articles by these authors on the subject of 
financial structures of public utilities. For the 
first article, which treated scope and method, see 
THe JourNAL oF Lanp & Pustic Utiuity Eco- 
nomics, April, 1926. The third article of the 
series, which will deal with the distribution of 
investments, will appear in the October issue. 

* Alexander Wall, who has made a very inten- 
sive and elaborate investigation of the current 
ratios of industrials, arrives at the general con- 
clusion that “this particular ratio has been more 


investment in working capital is costly. 
One of their important responsibilities, 
therefore, is the maintenance at all 
times of proper proportions between 
their current assets and their current 
liabilities. 

In the field of general corporation 
finance, this proportion between cur- 
rent assets and current liabilities is 
accepted as being approximately two to 
one. Investigations that have been 
made of the current positions of gen- 
eral types of businesses have confirmed 
this proportion and have arrived at the 
broad conclusion that current liquid 
assets should exceed current payables 
by a comfortable margin.’ In the study 
of any particular industry, therefore, 
the question immediately arises as to 
whether or not that industry conforms 
to a current position which can be 
described by a current ratio of at least 
two to one. This is, obviously, a ques- 
tion of first importance. Negligence 
in the correction of defects of capitali- 
zation is not advisable, but such defects 
may not cause serious difficulty until the 
company has been caught in an adverse 
movement of the business cycle. Neg- 
lect of the current position, on the 
or less forced into a normality approximating 
200%.” “The writer has generally considered, 
in connection with the current ratio, that a ratio 
below 120% or above 300% indicated an exces- 
sively abnormal condition. . . .” See Alexander 
Wall, Analytical Credits, pp. 179 and 186. See 
also Alexander Wall, “Credit Barometrics,” Fed- 
eral Reserve Bulletin, March, 1919, p. 229. 

James H. Bliss, in his Financial and Operating 
Ratios, arrives at a current ratio for industrials 
which is substantially the same as that found by 
Wall. 
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other hand, may easily embarrass the 
company at any moment. In a study 
of public utility finance, therefore, 
attention naturally turns to this ratio. 
The immediate importance of utility 
service and the high order of inter- 
dependence between the community and 
its utilities require that such companies 
be so managed that the service shall 
never be impaired by a lack of current 
funds. 

In this study, an attempt has been 
made to determine, first, whether or 
not there is a “normal” or represen- 
tative current position of the public 
utility industry considered as a whole ;* 
second, whether this representative cur- 
rent position varies with variations in 
the sizes of utility companies; third, 


*The “normal” ratio, as used in this study, is 
not an ideal ratio, but it is the representative 
ratio. In other words, it is a representation of 
actual, existing conditions. Statistically, it is that 
ratio which occurs most frequently among the 
companies included in the sample. Or, more con- 
cretely, it is that figure about which the current 
ratios of the greatest number of operating com- 
panies tend to concentrate. Graphically, it is 
represented by the highest point on the curve that 
has been fitted to the histogram of the frequency 
distribution. And mathematically, it is the value 
of the mode calculated from the equation of the 
curve. As contrasted with this representative 
ratio, the ideal ratio might be approximated by a 
study of the current positions of the most efficient 
and successful utility companies. Such a study 
would, however, require some standard with 
which the efficiencies of different companies could 
be measured. The difficulties of establishing this 
standard are obvious; they involve the intricacies 
of numerous personal judgments. Although the 
representative ratio cannot be considered the ideal 
ratio, it is, nevertheless, valuable because it repre- 
sents the collective experience of all of the utilities 
included. The ideal ratio based upon a study of 
only the best companies is a superstandard to 
which few companies actually conform, and to 
which it may not be economically desirable for all 
companies to attempt to conform. If the repre- 
sentative ratio is discarded as valueless, the 
experience of operating companies is assumed to 
have been entirely wrong. For a fuller discus- 
sion of the representative ratio and of its signifi- 
cance, see “A Study of Utility Financial Structures: 
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whether there is a “normal” current 
position for each type of public utility; 
fourth, whether the current position 
varies with the geographical location 
of companies; and, fifth, whether or 
not it varies with changes in general 
business conditions.* 


I. The Representative Current Ratio 
of the Public Utility Industry 


In order to study the representative 
current ratio of the public utility indus- 
try considered as a whole, a study has 
been made of a list of 200 companies. 
The current ratios of these companies 
have been calculated for the years 1915 
to 1924, the data have been classified 
and a frequency distribution has been 


Scope and Method,” THe JourNnaL oF Lanp & 
Pusiic Utitiry Economics, April, 1926. 


‘This study is based upon data published by 
the Bureau of Business Research, University of 
Illinois, in Bulletin Number g of its publications. 
The Bureau gathered the balance sheets and in- 
come statements of 125 gas and electric com- 
panies, 50 electric railway companies, and 25 
holding companies, for the period 1915 to 1924. 
The total assets of these companies represent ap- 
proximately 55% of the assets of all such utilities 
in the United States, This is due to the fact that 
no companies having total investments of less than 
$5,000,000 were included. Such companies were 
excluded because they are exceedingly small and 
are ordinarily haphazardly financed. The com- 
panies were not selected according to any other 
predetermined basis, but were chosen at random 
from all of the utility companies operating in the 
United States. Telephone companies, water com- 
panies, and municipally owned utilities have been 
excluded. Telephone companies were omitted be- 
cause of the fact that the Bell system, controlled 
by the American Telephone and Telegraph Com- 
pany, dominates the telephone industry, and a 
study of the financial structure of the Bell system 
is virtually a study of the telephone industry. 
Water utilities have been excluded because of the 
predominance of municipal ownership among 
them; and municipally owned utilities have been 
excluded because they are ordinarily non-profit 
organizations. The conclusions of this study, 
therefore, are applicable only to those types of 
utilities that are herein considered. 
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NuMBER oF CASES 





made in order that the characteristics 
of the data may be readily observed.° 
(See Table I and histogram of Chart I.) 


‘In making a quantitative study based upon 
financial statements, the problem of standardizing 
those statements in order to make them comparable 
is encountered. In the study of the current ratio, 
therefore, one of the first tasks to be performed 
was the standardization of the balance sheets, and 
particularly the standardization of current assets 
and current liabilities. In this latter regard, con- 


HISTOGRAM AND FREQUENCY CURVE OF CURRENT RATIOS OF THE 
PUBLIC UTILITY INDUSTRY 
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The histogram of this distribution 
reflects in a general way the broad 
characteristics of the current ratio of 


siderable trouble was caused by an account 
usually entitled “Investments” which many com- 
panies carried on their balance sheets. It is diffi- 
cult, and in some cases impossible, to determine 
the exact nature of the assets included in this 
account. Presumably, it is made up of investments 
in outside securities. In many cases, however, 
it is a miscellaneous account composed of all 
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TABLE I, OBSERVED AND GRADUATED STA- 
TISTICS OF CURRENT RATIOS OF THE 
Pusuic Utintity INpustry* 








Graduated 


Class Observed 
Frequencies 


Interval Frequencies 





-OO— . 124 1§2.3 
ag « 240 173.4 
-50— . 271 
aw 3 194 
.OO—I. 147 
261. 113 
.§0—-1. 98 
Bie est 71 
.0O—2. 59 
25—2. 
. 50—2. 
-7§—2. 
.0O—3. 
.25—3. 
50—3. 
75—3. 
.OO—4. 
-25—4. 
- 50—4. 
75—4. 


RAPER HEWWWW NHN DN Sw ee 
OF OMNWA COA a oo eee mt m= ey OV cor ‘ 


Ww COMA AW WON 
tm Nh NST 











* The first column of this table and of all following tables 
indicates the size of the current ratio; the second column shows 
the number of times a ratio of any particular value actually 
occurs; and the third column shows the theoretical frequencies 
calculated from the equation of the curve fitted to the actual 
distribution. For example, current ratios between the values 
oo—.24 actually occur in 124 cases, and theoretically would 
occur 152.3 times. 


(Footnote 5 continued from page 311) 
investments in non-operating assets. It is impos- 
sible, therefore, to compare the balance sheets of 
companies having “Investments” with those of 
companies having no such item, unless some intelli- 
gent adjustment is made in this account. 

In the standardization of the balance sheets of 
the companies included in this study, therefore, 
“Investments” have been consistently eliminated, 
unless such investments were obviously intended 
to be a part of working capital. This item has 
been excluded in all cases where it appeared in 
consecutive years in constant or _ increasing 
amounts. Such cases were interpreted as repre- 
senting permanent investments, and not invest- 
ments in working capital. Consequently, all bank- 
ing operations have been excluded, and the bal- 


the industry.° It is immediately ap- 
parent, for example, that the greatest 
frequencies occur at positions where 
the current ratio is less than unity. 
That is, a majority of the companies 
have current assets smaller in amount 
than their current liabilities. As the 
current ratio exceeds one, there is a 
noticeable and surprising decline in the 
frequencies. When the current ratio 
exceeds four, there is an obvious and 


ance sheets show only operating assets and operat- 
ing liabilities. This adjustment was made in all 
cases except in the case of the holding companies. 
The current assets include cash, materials and sup- 
plies, accounts receivable, and such other assets 
as are obviously current items. And the current 
liabilities include accounts payable, notes payable, 
taxes, and other strictly current items. 

The current ratios of the public utility com- 
panies considered in this study are, therefore, 
calculated from items which are strictly and 
unequivocally current in their nature. In this and 
in the studies that are to follow, the financial 
structures are operating structures, and no account 
is taken of capital invested outside the utility 
business. 

For further discussion of the principles govern- 
ing the standardization of the balance sheets and 
the income statements, see “A Study of Utility 
Financial Structures: Scope and Method,” THE 
JourNAL OF Lanp & Pustic UTiLiry EcoNomICcs, 
April, 1926. For a detailed discussion of the classi- 
fication of specific final accounts see Bulletin Num- 
ber 9, Bureau of Business Research, University of 
Illinois. 


* The size of the class interval for the frequency 
distribution of the current ratios has been fixed 
at 25%. Although this interval is too large to 
yield anything but approximate accuracy in the 
calculations of the graduated statistics, it is, 
nevertheless, accurate enough for this study, the 
purpose of which is to obtain the magnitudes, or 
close approximations thereto, about which the 
distributions tend to group themselves, and to 
determine the general characteristics of those dis- 
tributions. It is not intended that these data 
shall be subjected to all of the analysis made pos- 
sible by the rigorous technique of the calculus of 
probability. Data, the analysis of which demands 
a high degree of mathematical accuracy, such as 
actuarial statistics, for example, should not be 
grouped. A fair degree of rigor, however, 
suffices for the purposes of this study, and such 
inaccuracies as are introduced by grouping the 
statistics do not vitiate the conclusions. 
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TaBLE II. OBSERVED AND GRADUATED STA- 
TISTICS OF CURRENT RATIOS OF COMPA- 
niES HAVING ASSETS FROM $5,000,000 
TO $9,000,000, INCLUSIVE 








Graduated 


Class Observed 
Frequencies 


Interval Frequencies 





72 55-3 
70 61.6 
gI 59-7 
50 53-0 
46 
25 
23 
17 
20 
II 
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uncertain scattering of frequencies. It 
is apparent, therefore, that the repre- 
sentative current ratio, calculated on 
the basis of these observations, falls 
considerably short of the ratio which 
Alexander Wall found to be represen- 
tative of industry in general. 


"From a_ fitted curve the mode, which is the 
representative ratio, can be calculated with 
greater precision than can be attained by the use 
of an approximation formula of the type 

fexXe 
i+ = mode, 
fc + fe 
where / = lower limit of modal group; 
c=class interval; 

fc =the frequency of the next higher class 
interval; and 

fc =the frequency of the next lower class 
interval. 

In fitting curves to these distributions, it was 
found that Pearson’s frequency curves derived from 
the general differential equation 

d log y x+a 





de t+ het he 
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Chart 11 
HISTOGRAM AND FREQUENCY CURVE OF CURRENT RATIOS 
OF COMPANIES HAVING ASSETS FROM $5,000,000 TO 
$9,000,000 INCLUSIVE 
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In order to make a more careful and 
more rigorous analysis of these data 
and to obtain more exact conclusions, 
a curve, giving the theoretical distribu- 
tion, has been fitted to the histogram’ 
(see Chart I). This curve displays 
the distinguishing characteristics of the 
distribution more clearly than does the 


furnished greater accuracy than did the simpler 
curves of the polynomial series 
yrohbtbhx+ bx +.... 
Of these Pearsonian curves, Type III, 
— y* *~1p 
y = poe 1+— 
a 
was fitted to the statistics in each case, although 
the criterion K was sometimes found to be less 
than 4, which ordinarily would indicate Type I, 
* | m #% | ms 
: + =] a. 
a a: 

The original distributions of the current ratios, 
in each case, end in a long tail of low frequencies 
interspersed with a number of class intervals of 
zero frequency. This long tail considerably in- 
creased the arithmetic labor involved in fitting the 
curves, and yet added nothing of importance to 
the characteristics of the distributions. The dis- 


7— 3 
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Chart i iL 
HISTOGRAM AND FREQUENCY CURVE OF CURRENT RATIOS 
OF COMPANIES HAVING ASSETS FROM $10,000,000 TO 
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histogram, it furnishes greater preci- 


sion, and it allows finer theoretical 
interpretation. 
The characteristics of this curve im- 


tributions were, therefore, terminated at the point 
where zeros began to be interspersed with low fre- 
quencies. Retaining the long tail of the distribu- 
tions would have increased the numerical magni- 
tude of the criterion K in each case, thus indicat- 
ing Type III curve. The equation of this type 
was, therefore, fitted to each distribution. Atten- 
tion, however, must be called to the fact that each 
of the subgroups in this study was analyzed indi- 
vidually and without reference to the other groups 
and to the general total. Since the long tails of 
these subgroups have been eliminated, the sum- 
mation of the frequencies of the subgroups does not 
equal the total frequencies of the entire list of 200 
companies, 

In graduating the statistics, no attempt was made 
to obtain the theoretical areas. Such areas could 
have been calculated by the use of Simpson’s for- 
mula, or by some similar method. But since the 
object of this study is attained by defining the mag- 
nitude of the mode, the additional refinement of 
calculating the areas was not performed. The 
theoretical frequencies, therefore, present the y 
ordinates, calculated directly by substitutions in 
the equations of the fitted curves. 


Tas.eE III. OBSERVED AND GRADUATED Sra- 
TISTICS OF CURRENT Ratios oF Compa- 
NIES HAVING ASSETS FROM $10,000,000 

TO $49,000,000, INCLUSIVE 








Class Observed 


Graduated 
Interval Frequencies 


Frequencies 





CO— .24 49 83.4 
.25— .49 132 121.7 
.50— .74 137 123.8 
-7§5— .99 105 110.5 
.OO—1. 24 77 92.1 
.25—1.49 68 73-5 
.50—1.74 
-7§5—1.99 
-OO—2. 24 32.4 
.25—2.49 23.9 
2.50—2.74 


49 50.0 
27 
23 
21 
13 

2.75—2.99 15 I 
10 
6 
9 
3 
4 
2 
2 


43-3 


-_ 
ini 
wa 


3-00—3.24 
3-25—3.49 
3-50—-3-74 
3-75—3-99 
4.00—4.24 
4.25—4.49 
4. 50—4.74 
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mediately add emphasis to the general 
observations made from the histogram. 
The mode, or the highest point on the 


The moments were calculated from the observed 
statistics by Hardy’s summation method, discussed 
and demonstrated by Palin W. Elderton in his 
Frequency Curves and Correlation. Sheppard's 
adjustments were not made because the distribu- 
tions have high contact on only one side. 

In considering these curves, it must be remem- 
bered that the statistics are not homogeneous in 
the strictest interpretation of that word. Current 
assets and current liabilities often vary from com- 
pany to company, and in the same company from 
year to year. A curve fitted only to current assets 
or to current liabilities would, therefore, represent 
a frequency curve compounded of several curves 
and would show the dominating curve of the sys- 
tem. This is true even to a greater degree of a 
curve fitted to a distribution of current ratios. The 
statistical heterogeneity of the data is still more 
pronounced, although the accounting principles lim- 
iting the data within accounting definitions have 
been satisfied. For the purpose of the present 
investigation, however, the curve fitted to a distri- 
bution of current ratios is sufficient. It shows the 
dominating characteristics of that distribution. 
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TaBLE IV. OBSERVED AND GRADUATED STA- 
TISTICS OF CURRENT RATIOS OF CoMPa- 
NIES HAVING ASSETS EXCEEDING 
$50,000,000 








Graduated 


Class Observed 
Frequencies 


Interval Frequencies 





24 3 13.2 

-49 38 22.2 

-74 43 34-5 

-99 39 35-5 

. 24 24 33-3 

1.25—I1.49 20 28.9 
1.50—1.74 26 23.9 
1.75—1.99 19.1 
2.00—2.24 
2.25—2.49 
2.50—2.74 
2.75—2.99 
3.00—3.24 
3.25—3-49 
3-50—3-74 
3-75—3-99 
4.00—4. 24 
4-25—4.49 
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curve, occurs where the value of the 
current ratio is .50, indicating a current 
position in which the current liabilities 
are twice the current assets. If the 
current ratio of two to one were repre- 
sentative of the public utility industry, 
the highest point on this curve would 
occur where the value of the ratio is 
two. But the curve shows clearly that 
a ratio of two to one is not representa- 
tive of the industry. 

A fair conclusion, therefore, is that 
the “normal” or, in other words, the 
representative current position of the 
public utility industry does not conform 
to the widely accepted current ratio 
which has been established for manu- 
facturing and merchandising businesses. 
The representative position of the util- 
ity business seems to be one in which 


*The value of the mode derived by this 
method differs somewhat in magnitude from the 
value derived by the method used in Bulletin 
Number 9, Bureau of Business Research, Univer- 





Chart I~ 
HISTOGRAM AND FREQUENCY CURVE OF CURRENT RATIOS 
- OF COMPANIES HAVING ASSETS EXCEEDING $50,000,000 
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funds available to meet current paya- 
bles are less than the amount of those 
payables by approximately 50%. 


II. Representative Current Ratios of 
Utility Companies of Various Sizes 


When the 200 companies included in 
this study were classified according to 
size, and an analysis had been made 
of their current ratios for the 10-year 
period of 1915 to 1924, substantially 
the same results and conclusions were 
obtained as were obtained in the study 
of the industry as a whole. 

From a consideration of the balance 
sheets, the groupings in sizes which 
seemed most logical were: (1) com- 
panies the operating assets of which 


totaled from 5 to 9 millions of dollars 

1g 
sity of Illinois. The Bureau’s value was approxi- 
mated directly from the frequency distribution, 
while the value of the mode in this study was 
more exactly determined from the frequency curve. 
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inclusive; (2) companies the operating 
assets of which totaled from 10 to 49 
millions inclusive; and (3) companies 
having operating assets which totaled 
more than 50 millions of dollars. 
The representative current ratio of 
the first of these groups of companies 
was found to be .41 (see Table II and 
Chart II). Although the characteristic 
distribution of the ratios in this case 
is similar to that of the industry as a 
whole, the representative ratio is lower. 
In the second group of companies, 
the representative ratio is .52 (see 
Table III and Chart III). This figure 
is somewhat larger than that of the 
first group. It is difficult, however, to 
say whether this difference denotes any- 


*For a discussion of the difference between the 
arithmetic average and the modal average, see 
“A Study of Utility Financial Structures: Scope 
and Method,” THE JourNAL oF LAND & PuBLic 
Utitity Economics, April, 1926. 


thing of real significance; the distribu. 
tions of these two groups appear to 
be similar in every respect. 

The companies which have invest- 
ments in operating assets exceeding 50 
millions of dollars have, on the other 
hand, a higher representative current 
ratio. Its value was found to be .82 
(see Table IV and Chart IV). It 
seems safe to say, therefore, that the 
larger companies are in a stronger cur- 
rent position than are the smaller ones. 
Attention should, however, be called 
to the fact that when the arithmetic 
average of each of these groups is 
considered, these differences tend to 
diminish.® In the case of the largest 
companies, this average is 1.37; in the 
middle group it is 1.14; and in the 
group of smaller companies it is 1.15. 
These differences, although not as 
great as before, still lead to the con- 


TABLE V. OBSERVED AND GRADUATED StTaA- 
TISTICS OF CURRENT RATIOS OF GaAs 
AND ELEcTRIC COMPANIES 








Graduated 


Class Observed e 
Frequencies 


Interval Frequencies 





oo— .24 42 60.9 
.25— .49 101 96.7 
-§0— .74 158 111.8 
-75— .99 129 111.8 
.OO—I1.24 94 102.5 
.25—1.49 72 88.8 
.50—1.74 71 73.8 
.7§—I1.99 58 59-9 
.0CO—2.24 38 46.9 
.25—2.49 27 36.2 
.§0—2.74 25 27.6 
.7§—2.99 18 20.7 
.0O—3.24 20 15.4 
25—3-49 12 11.4 
. 50—3.74 17 7 

75—3-99 
CO—4.24 
-25—4.49 
- 50—4.74 
4-75—4-99 
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clusion that the larger companies are 
in a stronger current position than are 
the smaller companies. 

It is difficult to explain this increase 
in the current ratio with the increase 
in the size of the utilities. The general 
characteristics of the large companies 
compared with small companies, how- 
ever, afford a partial explanation. 
Ordinarily, large corporations tend to 
develop higher efficiency, not only in 
operations but also in finance. It does 
not necessarily follow that operating 
and financial efficiency of a high degree 
are associated in the same company. 
In some cases, high operating efficiency 
may be accompanied by poor financing; 
on the other hand, good financing is 
not necessarily indicative of economic 
operation. Ordinarily, however, there 


is the tendency for large corporations 
to excel in both of these departments. 
This is doubtless due to the fact that 
in most cases large corporations can 


command the services of the ablest 
engineers and financiers. The limited 


TABLE VI. OBSERVED AND GRADUATED STA- 
TISTICS OF CURRENT RATIOS OF ELECTRIC 
Raitway CoMPANIES 








Graduated 
Frequencies 


Observed 
Frequencies 


Class 
Interval 





oo— .24 67 
.25— .49 95 101.6 
-5O0— .74 9g! 74-3 
-75— .99 50 61.0 
1.00—I.24 37 35.6 
1.25—1.49 25 
1.50—1.74 15 
1.75—1.99 
2.00—2.24 
2.25—2.49 
2.50—2.74 
2.75—2.99 
3.00—-3.24 
3-25—3.49 
3. 50—3.74 
3-75—3-99 
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resources of the small companies, on 
the other hand, necessitate the employ- 
ment of men who are less capable and 
less specialized than the men employed 
by the large companies. Small under- 
takings are not able to attract and 
retain men of large capacities and are 
unable to use specialized ability to the 
extent that the large utility can. 

The comparatively poor current po- 
sition of the smaller companies can, 
therefore, probably be attributed to 
their lack of financial efficiency and to 
their hand-to-mouth existence. Many 
of these companies, for example, are 
usually in such a position that they 
cannot take advantage of quantity pur- 
chases and of cash and trade discounts. 
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Large companies, on the other hand, 
ordinarily purchase materials and sup- 
plies in quantities and they usually keep 
themselves in a position to take advan- 
tage of all discounts. This fact in 
itself increases the current ratio. 


III. Representative Current Ratios 
of Gas and Electric, Electric 
Railway, and Holding 
Companies 


In order to determine whether or 
not there is a tendency for the current 
ratio to vary with the different types 
of utilities, the list of 200 companies 
has been divided into groups according 
to kind, and each group has been sepa- 
rately studied. 

The first classification that was ana- 


TABLE VII. OBSERVED AND GRADUATED STA- 
TISTICS OF CURRENT RATIOS OF 
Ho.pinc CoMPANIES 








Graduated 
Frequencies 


Class Observed 
Interval Frequencies 





18.7 
18.9 
18.0 


OO— .24 15 
-25— .49 44 
.§O— .74 22 
-7§5— .99 15 15.0 
.CO—1. 24 16 13.2 
.25—1.49 16 II. 

50—1.74 12 
-75—1.99 
.CO—2.24 
.25-—2.49 
. §0—2.74 
-75—2.99 
CO—3. 24 
-25-—-3-49 
50—3-74 
75—3-99 
.0OO—4.24 
-25—4.49 
-50—4.74 
-75—4-99 
.CO—5.24 
5.25-—5.49 
5-50—5-74 
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lyzed includes the gas and electric 
utilities, which have been considered as 
one.*° The frequency distribution of 
this group appears to be quite similar 
to the distributions already studied (see 
Table V and Chart V). The curve 
which has been fitted to the histogram 
clearly shows, again, that the current 
ratio, which can be called the repre- 
sentative ratio of these companies, is 
considerably less than the current ratio 
which is ordinarily accepted as denot- 
ing a sound and liquid condition in 
other industries. The value of the 
ratio, as computed from the equation 
of the curve, is .75. In other words, 
for every three dollars of current 
assets, the representative ratio shows 
four dollars of current obligations. 
The curve obviously yields a satisfac- 

* These two utilities have been considered as 
one and have been studied together because of the 
fact that they are so often operated in such close 
interrelationship that it is extremely difficult to 
separate one from the other. 
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tory fit and, therefore, allows detailed 
analysis. At the point where the ratio 
has a value of two, the curve is begin- 
ning to flatten out against the base, 
which means that from this value on 
through higher values of the current 
ratio, comparatively few companies can 
be found which have a strong position 
between current assets and current lia- 
bilities. That which has been said of 
the current ratios of the utilities so 
far considered applies, therefore, with 
equal force to the current ratio of this 
group. 

The same conclusions apply also to 
the current ratio of the electric rail- 
ways, with the significant difference 
that the current position is in this case 
even weaker than in those cases that 
have been studied (see Table VI and 
Chart VI). The representative current 
ratio of the electric railway industry, 
as calculated from the equation of the 
curve which has been fitted to the sta- 
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tistics, has a value of .20. This current 
position is very low. It may be ex- 
plained in part by the fact that elec- 
tric railway companies have been in 
notorious financial difficulties. Electric 
railways also naturally have a lower 
investment in current assets than do 
other utilities because of the fact that 
they have practically no accounts re- 
ceivable. A financial theory, therefore, 
which calls for a current position in 
which the current assets are twice the 
current liabilities is particularly inap- 
plicable to electric railways. This, of 
course, presupposes that the experiences 
of these companies have not resulted 
in a financial structure that is entirely 
wrong. Their survival, in spite of the 
difficulties in which many of them have 
found themselves, furnishes a fairly 
valid argument against the assumption 
that their financial structures are wholly 
at fault. 


TABLE VIII. OsservED AND GRADUATED 
STATISTICS OF CURRENT RATIOS OF 
EASTERN COMPANIES 








Class Observed Graduated 
Interval Frequencies Frequencies 
CO— .24 54 79-9 
.25— .49 126 100.0 
.50— .74 122 97-4 
-75— .99 94 86.2 

1.00—I.24 63 72.4 
1.25—1.49 52 58.9 
1.50—I.74 42 47.1 
1.75—1.99 36 37-1 
2.00—2.24 25 28.8 
2.25—2.49 19 23.2 
2.§0—2.74 10 17.0 
2.7§—2.99 12 12.9 
3.00—3.24 14 9-7 
3-25—3-49 7 7-3 
3. 50—3-74 9 5-5 
3-75—3-99 3 4-1 
4.00—4.24 2 3.0 
4-25—4.49 I 2.3 
4. 50—4.74 9 1.7 
4-75—4.99 3 1.2 
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In the case of holding companies, a 
current ratio of .28 was found (see 
Table VII and Chart VII). The value 
of this ratio is almost as low as that 
of electric railways. It is difficult, how- 
ever, to comment upon the significance 
of current ratios of holding companies. 
In the first place, it is hard to define 
their current items. Marketable securi- 
ties, for example, which would be con- 
sidered current assets in the case of 
operating companies, form the fixed 
investments of holding companies. If 
holding companies should dispose of 
these investments in the securities of 
other companies, they would cease to 
exist as holding companies. Such invest- 
ments must, therefore, be considered 
fixed investments. Consequently, the 


income of holding companies is of an 
essentially different nature from that 
of operating companies. It consists of 
the earnings from these securities of 
underlying operating companies, and it 


TABLE IX. OBSERVED AND GRADUATED StTA- 
TISTICS OF CURRENT RaTIos OF MIDDLE- 
WESTERN COMPANIES 








Graduated 


Class Observed 
Frequencies 


Interval Frequencies 





CO— .24 23 31.1 
.25— .49 60 48.4 
.50— .74 81 56.9 
-75— -99 48 50.5 
.CO—I. 24 1 42.7 
25—1.49 34 34-5 
.50—1.74 30 
-75—1.99 24 
.0OO—2.24 21 
-25—2.49 14 
50—2.74 II 
-75—2.99 
.0O—3. 24 
-25-—3-49 
3-50—3-74 
3-75—3-99 
4-.00—4.24 
4-25—4.49 
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depends in a large measure upon the 
financing of those companies. Further- 
more, for all practical purposes, the 
earnings of a pure holding company are 
both its gross and net incomes. A 
holding company does not have any 
expenses except for comparatively in- 
significant items such as office rent, 
executive salaries, and records; there 
are negligible investments in invento- 
ries, accounts receivable, and in other 
current assets which form the current 
items of operating expense. As a result, 
cash resources and short-term payables 
incident to financing ordinarily make 
up the current items of holding com- 
panies. The current ratio is, therefore, 
not of any particular separate signif- 
cance; it must be interpreted together 
with the general scheme of financing. 
It should be noticed, nevertheless, that 
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holding companies have a remarkably 
low current ratio. 






IV. Representative Current Ratios of 
Utility Companies According to 
Geographical Locations 


A third classification of the compa- 
nies has been made according to their 
geographical locations for the purpose 
of determining whether or not there is 
a tendency for the current ratio to 
vary between different sections of the 
country. This classification includes the 
following divisions: eastern, middle- 
western, western, and southern. The 
eastern companies were found to have 
a representative current ratio of .45, 
which tends to indicate a weaker posi- 
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tion than that of the industry as a 
whole (see Table VIII and Chart VIII). 
The middle-western companies have a 
representative current ratio of .75; the 
western companies one of .46; and the 
southern companies one of .69 (see 
Tables and Charts IX, X, XI). 

The eastern and western utility com- 
panies, therefore, show a considerably 
smaller investment in current assets 
than do the middle-western companies. 


_ This fact is further borne out by 


the arithmetic averages of the current 
ratios of these groups. In the case of 
the eastern companies, the arithmetic 
average is 1.19; for the middle-western 
group, it is 1.23; while the western 
companies have an average of 1.04. 
The southern companies, on the other 
hand, take a middle position between 
the eastern and the middle-western 
companies, as in the case of the modal 
average. In these classifications, again, 
the low current ratios which were 
found in the previous classifications are 
confirmed. 






TABLE X. OBSERVED AND GRADUATED STA- 
TISTICS OF CURRENT RATIOS OF 
WESTERN COMPANIES 











Class Observed Graduated 

Interval Frequencies Frequencies 
CO— .24 32 22.9 
-25— .49 28 25.0 
-50— -74 39 23.8 
-75— -99 37 21.3 
1.00—I1.24 23 19.9 
1.25—I.49 13 16.8 
I.50—1.74 1S 13.8 
1.75—1.99 7 11.1 
2.00—2.24 6 8.7 
2.2§5—2.49 5 6.8 
2.§0—2.74 ° 5.2 
2.75—2.99 5 2.3 
3.00—3.24 2 2.1 
3.25—3.49 4 1.6 
3-5°0—3-74 4 1.1 
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HISTOGRAM AND FREQUENCY CURVE OF 
CURRENT RATIOS OF SOUTHERN COMPANIES . 
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V. Representative Current Ratios of 
the Public Utility Industry for 
the Years 1917, 1919, 

1921, and 1924 


In an attempt to determine whether 
or not the current ratio of the public 
utility industry changes with movements 
of the business cycle, the years 1917, 
1919, 1921, and 1924 have been iso- 
lated and analyzed. These particular 
years were selected because they may 
be characterized respectively by war 
activity, prosperity, depression, and re- 
covery. 

The year 1917 was a year of intense 





"In these type years, the curves yield poor fits. 
This is due to the limited number of observations. 
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war activity, which fact seems to be 
reflected somewhat in the distribution 
of the frequencies of the current ratios 
for that year (see Table XII and Chart 
XII). The histogram of the observed 
frequencies is very irregular, and the 
curve yields a relatively poor fit." The 
highest point on the curve, however, 
coincides fairly accurately with the 
highest point on the histogram. From 
the curve the value of the representa- 
tive ratio was found to be .76, thus 
indicating a value somewhat higher 
than the representative ratio obtained 
for the industry as a whole for the 
period 1915 to 1924. It indicates, 
nevertheless, a current position in which 
the current obligations exceed the cur- 
rent assets. 

The year 1919, a post-war boom 
year, shows a lower representative ratio 
than that for the year 1917, but still 
varying only slightly from the repre- 
sentative ratio obtained when consider- 
ing the entire industry for the period 
1915 to 1924 (see Table XIII and 


TABLE XI. OBSERVED AND GRADUATED STA- 
TISTICS OF CURRENT RATIOS OF 
SOUTHERN COMPANIES 











Class Observed Graduated 
Interval Frequencies Frequencies 
oO— .2 15 13.1 
.25— .49 26 18.2 
fo .74 29 20)..1 
-75— -99 15 19.5 

I.00—I.24 10 17.2 
1.25—I.49 14 14.2 
F.§O—1- 74. II II.I 
1.75—1.99 4 8.4 
2.00—2.24 7 6.1 
2.25—2.49 4 4-3 
2.50—2.74 6 3.0 
2.75—2.99 3 2.F 
3-00—3.24 3 1.4 
3.25—3.49 I 9 
3-50—3.74 I 6 
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Chart XIII). Again, the histogram 
of the observed statistics shows consid- 
erable irregularity, and the curve yields 
a rather poor fit. As before, the 
representative ratio, the value of which 
was found to be .68, indicates a current 
position in which the current assets are 
considerably less than the current lia- 
bilities. 

For the year 1921, which was the 
post-war depression year, the represen- 
tative ratio has a value of .64 (see 
Table XIV and Chart XIV). There 
is, thus, practically no difference be- 
tween the representative ratio of this 
year and that of 1919, a boom year. 

For the year 1924 the calculated 
value of the representative ratio is .91 
(see Table XV and Chart XV). The 
observed statistics in this case indicate 
clearly that there is a tendency for the 
ratios to group themselves about this 
higher value. The year 1924 was a 
year of great. expansion, particularly in 
the electric light and power industry. 
This fact, coupled with the recovery 
begun in 1923 and continued in 1924, 
probably reflects the influence of im- 


TaBLE XII. OssERVED AND GRADUATED 
STATISTICS OF CURRENT RATIOS OF 
Pustic UTILITy COMPANIES FOR 
THE YEAR 1917 











Class Observed Graduated 
Interval Frequencies Frequencies - 
OO— .24 Io 1.9 

.28— .49 21 13.8 

-5O— .74 27 24.1 

-75— -99 15 28.4 
1.00—I.24 IO 21.5 
1.25—1.49 Io 13.6 
1.50—1.74 9 7-7 
1.75—1.99 6 4.1 
2.00—2.24 8 2.0 
2.25—2.49 3 1.0 
2.50—2.74 S -4 














Chart XII 
HISTOGRAM AND FREQUENCY CURVE OF 
CURRENT RATIOS OF PUBLIC UTILITY 
- COMPANIES FOR THE YEAR 1917 
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proved business conditions upon cur- 
rent position of all utilities. 
Considering these four years together, 
the general conclusion may be drawn 
that although changing business con- 
ditions are reflected somewhat in the 
current ratios of public utility com- 
panies, that reflection is slight..? In 





™ This assumes, of course, that the quality of 
the current assets remains unimpaired in depres- 
sion years. Such assumption is justified in the 
case of public utilities because of their efficient and 
prompt collection methods and their low invest- 
ments in inventories. 
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other words, it seems to be a matter 
of indifference whether a war year, a 
boom year, a depression year, or a year 
of marked expansion is chosen for a 
study of the current ratio, for it is 
always true that utility companies as 
a group are continually in a current 
position in which their current resources 
aggregate less than their current obli- 
gations. 


Conclusions 


Considering the analyses of the 
various classifications of public utility 
companies included in this study, it is 
apparent that the representative cur- 
rent ratio in each case indicates a 
situation in which current liabilities ex- 
ceed current assets. A comparison of 
individual companies often shows a 
divergence from this condition, which 
is due, in part at least, to the varia- 
tions in the types of business that are 
conducted by the different companies. 
Some utilities, for example, sell a high 
percentage of their output to wholesale 


TasBLE XIII. OsserveD AND GRADUATED 
STATISTICS OF CURRENT RATIOS OF 
Pusuic UTiILtiry CoMPANIES FOR 
THE YEAR I919 











Class Observed Graduated 
Interval Frequencies Frequencies 
CO— .24 10 13.5 
-25— .49 34 20.7 
.50— .74 28 23.1 
-75— .99 22 22.6 

I.00—I.24 15 19.5 
I.25—I.49 15 15.5 
I.50—1.74 7 11.6 
1.75—1.99 7 8.4 
2.00—2.24 6 5.8 
2.25—2.49 8 3-9 
2.50—2.74 2 2.6 
2.75—2.99 2 1.7 
3.00—3.24 4 1.0 
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HISTOGRAM AND FREQUENCY CURVE OF 
CURRENT RATIOS OF PUBLIC UTILITY 
COMPANIES FOR THE YEAR 1919 
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consumers; others deal exclusively with 
retail customers. In one case, a small 
amount of working capital may suffice; 
in another, a larger amount may be 
necessary, and thus a difference in the 
current ratio arises. Notwithstanding 
these variations between individual 
companies, the representative current 
position of each classification of utili- 
ties is one in which current liabilities 
exceed current assets. 

Furthermore, it is evident that be- 
tween different classifications the cur- 
rent ratio generally varies only within 
narrow limits. There is some difference 
between the current ratios of various 
types of utilities; there is some variation 
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with changes in business conditions; and 
there is a slight improvement in the 
current position with increases in the 
size of companies; but, in general, the 
ratio varies slightly and it remains uni- 
formly low. 

The significance of the current ratio 
in public utility finance, therefore, is 
naturally questioned. If the ratio has 
the importance ordinarily imputed to it 
in industrial finance, then the conclu- 
sion is forced that public utilities are 
in a weak current position. This con- 
clusion, however, notwithstanding the 
financial difficulties of some of the 
operating companies, would be absurd. 
Low current ratios are so prevalent 
among public utilities that it is safe to 
conclude that they are a general char- 
acteristic of the industry. Several pecu- 
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liarities of the industry tend to explain 
this condition. 

In the first place, public utility 
companies market services rather than 
commodities. Many utility companies 
engage in the merchandising of appli- 
ances, but such activities form only a 
small fraction of the total bulk of their 
business. Inventories, therefore, which 
are so significant an item in most manu- 
facturing and merchandising companies, 
are relatively insignificant in public utili- 
ties. This in itself contributes materially 
to a lowering of the current ratio. 

Again, public utility companies carry 
smaller amounts of accounts receivable 
than do most manufacturing and mer- 
chandising companies of comparable 
size. Utilities ordinarily do a cash 
business, or a credit business in which 
the collection policies are strictly en- 
forced on a 30-day basis. This fact 
contributes to a lowering of the invest- 
ment in current assets, and thus, again, 
to a lowering of the current ratio. 


TABLE XIV. OBSERVED AND GRADUATED 
STATISTICS OF CURRENT RATIOS OF 
Pusiic UTitity CoMPANIES FOR 
THE YEAR 1921 











Class Observed Graduated 
Interval Frequencies Frequencies 
OCO— .24 12 14.3 
.25— .49 32 18.4 
.50— .74 27 18.8 
-75— -99 24 17.1 

I.00—I.24 18 14.8 
1.25—1.49 12 12.5 
1. 50—I1.74 18 10.2 
1.75—1.99 7 8.2 
2.00—2.24 5 6.6 
2.25—2.49 ° 5.2 
2.5§0—2.74 5 4.0 
2.7§—2.99 2 3.0 
3.00—3.24 7 2.4 
3.25—3.49 I 1.8 
3-50—3-74 3 1.3 
3-75—3-99 2 1.0 
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This low current ratio is, therefore, 
representative; but it does not neces- 
sarily indicate a weak financial position. 
Owing to the fact that public utilities 
have a steady and more or less uniform 
monthly income, they are able to turn 
over a small amount of current assets 
rapidly. By realizing a higher rate of 
turnover of their current assets than 
of their current liabilities, they are able 
to meet current obligations with a com- 
paratively small investment in liquid 
assets. From these considerations, the 
conclusion is reached that the rapidity 
with which current assets are liquidated 
into cash would be a more significant 
gage with which to compare current 
payables. 

Another factor deserves considera- 
tion. The general theory of the current 
ratio and the significance which has 
been imputed to it have been based 
primarily upon the financial theory 
surrounding mercantile establishments. 
Such businesses carry large investments 


TABLE XV. OBSERVED AND GRADUATED 
STATISTICS OF CURRENT RATIOS OF 
Pusuic Utitity CoMPANIES FOR 
THE YEAR 1924 








Graduated 


Observed 
Frequencies 


Frequencies 


Class 
Interval 





CO— .24 20 14.0 
.25— .49 19 19.5 
.$0— .74 23 23.2 
-75— -99 21 24.5 
.OO—I. 24 17 23.9 
.25—1.49 21.6 
.50—1.74 18.5 
.75—1.99 15.2 
OO—2.24 11.9 
.25—2.49 ‘ 

5O0—2.74 
-7$—2.99 
.0O—3. 24 
-25—3.49 
3-50—3-74 
3-75—3-99 
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Chart XV 
HISTOGRAM AND FREQUENCY CURVE OF 
CURRENT RATIOS OF PUBLIC UTILITY 
FOR THE YEAR 
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in stocks of goods and in accounts 
receivable, and relatively small invest- 
ments in fixed assets. In these busi- 
nesses, the current ratio is an excellent 
index of their financial condition. In 
the case of public utility companies, the 
obverse is true. The major part of 
their investment is in fixed plant; a 
comparatively small fraction is invested 
in current and other assets. The cur- 
rent ratio, therefore, does not serve as 
a reliable index of the financial position 
of public utilities. It is necessary, of 
course, that public utilities maintain a 
current position which will allow them 
to meet their current obligations, but 
a more significant index of their finan- 
cial position is the ratio between total 
investment and total debt. 














HE terms “indeterminate fran- 
T stise” “indeterminate permit,” 

“revocable permit,” “terminable 
permit,” “indefinite grant,” and so 
forth, have been used to describe the 
general type of franchise here under 
consideration. While it is true that the 
indeterminate franchise has appeared in 
many forms, and that the differences in 
its form may be, and often are, of vital 
significance, there is nothing in the dif- 
ferent terms that have been used which 
expresses precisely these differences. 
The nomenclature is unsettled. The one 
idea that is common to all the names 
and phrases is a franchise which may 
be terminated by public authority 
without a resort to condemnation pro- 
ceedings. 

The discussion of the indeterminate 
franchise has been going on over a 
period of more than 25 years, and the 
idea in one or another of its various 
forms has been incorporated into law 
or franchise contract in a considerable 
number of states and cities. The dis- 
cussion of this type of franchise leads 
directly to the heart of the whole prob- 
lem of the public relations of public 
utilities. It involves the question of 
public and private ownership and opera- 
tion, the question of adequate service at 
reasonable rates, the questions of initi- 
ative, profits, valuation and rate mak- 
ing, security, continuity, expansion, 
abandonments, public control, political 
interference, and everything else that is 
of vital interest to utility operators, in- 
vestors, patrons, and the community as 
a whole. 


THE INDETERMINATE PERMIT AS A TYPE 
OF PUBLIC UTILITY FRANCHISE 


By DELOS F. WILCOX 


Forms of Indeterminate Permit 


The indeterminate permit in its sim- 
plest form is found in the legislation of 
Congress granting franchises within 
the District of Columbia and providing 
for the government of our insular pos- 
sessions. Here, the grant is made with 
an unqualified reservation of the right 
of amendment, alteration, or repeal. 
Under this form of indeterminate per- 
mit the grantee has no legal guaranty 
whatever that its property devoted to 
public service may not be rendered use- 
less, and in effect destroyed, at any time, 
by a simple act of public authority ter- 
minating the grantee’s right to operate 
the utility. . 

Next in simplicity is the form of in- 
determinate permit which prevails in 
Massachusetts with respect to street- 
railway locations. Referring to the 
law and practice in Massachusetts at 
the time of its investigation, the 
Charles Francis Adams Committee of 
1898 said: ‘One feature in the fran- 
chises granted to the Massachusetts 
companies immediately attracts notice; 
from the beginning they were, and still 
almost invariably are, in terms per- 
petual, while in reality legally revocable 
at the discretion of local boards ... . 
In Massachusetts. . . . the grants of 
location have, as a rule, been of the 
simplest possible character, drawn in 
the most general terms, and with a 
noticeable absence of _ technicalities, 
reservations, and safeguards against 
contingencies; and yet, while by these 
locations the local boards apparently 
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granted the corporations rights in per- 
petuity in the public ways, the law, at 
the same time, reserved to the boards 
the power to revoke those rights at 
discretion.” ? 

The committee found that, on the 
whole, both sides were quite well satis- 
fied with the actual workings of this 
type of franchise; but its attention was 
called to the fact that most of the street 
railways of Massachusetts were operat- 
ing in more than a single town and, 
therefore, that the arbitrary right of 
revocation vested in the local author- 
ities of each town might be exercised in 
such a way as to interfere with the con- 
venience of the car-riding public in ad- 
joining municipalities. Primarily as a 
means of avoiding this possibility, 
the committee recommended and the 
Massachusetts legislature enacted an 
amendment of the law by which it was 
provided that, unless the revocation of 
a street-railway location was accepted 


by the company, it should not become 
effective until approved by the state 
board of railroad commissioners. With 


this modification, the indeterminate 
permit in its original simplicity has re- 
mained the general law in Massachu- 
setts as applied to street railways to the 
present day; but no such provision has 
been incorporated in the law as applied 
to other public utilities in that state. 
The Massachusetts committee called 
attention to the fact that everywhere, 
both in Europe and America, the 
development of street-railway policies 
was recognized fundamentally as a mat- 
ter “of distinctly municipal or local 
concernment,” and the committee de- 
clared itself in favor of granting to the 
local authorities ‘explicit power here- 


*Report of the Special Committee appointed to 
investigate the relations between cities and towns 
and street railway companies, Massachusetts, 1898, 


p. 17. 
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after to impose such terms and condi- 
tions as they deem the public interests 
demand on original grants and locations 
in the localities over which they have 
jurisdiction.” And again the committee 
states pointedly that it “is not disposed 
lightly to recommend exceptions to 
the principle of local  self-govern- 
ment.” 


Protection of Public Interests 
Dependent upon Effective 
Power of Revocation 


In his address before the Wisconsin 
legislature, while the state utilities bill 
was pending in 1907, Allen Ripley 
Foote described the needs of the public 
utilities as demanding ‘‘a perpetual and 
exclusive franchise,”’ as contrasted with 
the “short-term and competitive fran- 
chises” from which the people had suf- 
fered in the past. ‘The indeterminate 
franchise provided for in the Wisconsin 
Measure fully satisfies these require- 
ments,” said he. “It is an exclusive 
and perpetual franchise to be enjoyed 
during good behavior only. So long as 
a utility operated under it gives the 
people an efficient service at reasonable 
prices, there will be no reason for tak- 
ing the business out of the hands of 
the corporation operating the utility. 
When it ceases to do this, the people 
will have the means and the power to at 
once take possession of the utility and 
operate it for their own account. 
Under these conditions the corporation 
by failing to give a square deal will 
write its own death sentence.” His 
whole optimistic vision of the condition 
that will result from the adoption of 
the indeterminate permit as the fran- 
chise policy of the state is based upon 
the assumption that the people will 
have not merely the right but the effec- 
tive power to terminate the grant at 
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will by acquiring the property for pub- 
lic operation. 

In an article published in the Atlantic 
Monthly in March, 1903, George C. 
Sikes, then secretary of the Municipal 
Voters’ League of Chicago, and for- 
merly secretary of the Chicago Street 
Railway Commission, advocated the in- 
determinate franchise as the best guar- 
anty against the utility abuses from 
which American urban communities had 
been suffering. On the point of the 
importance of the city’s right to ter- 
minate the grant at will, Mr. Sikes 
said: 


It is very difficult indeed to compel a cor- 
poration enjoying definite-term rights in the 
streets to do what it may desire for reasons 
of self-interest not to do, even in cases where 
theoretically large powers of control are 
reserved to the governing authorities. ‘The 
only way for a city to be certain of its ability 
to exercise complete control over its public 
streets is for it not to surrender beyond recall 
any rights of use or of occupancy in such 
streets. The city can control completely 
only when it is in a position to terminate at 
any time the right of use claimed by any 
person or corporation that may choose to 
defy the will of the city in any respect. In 
other words, the grant terminable at the will 
of the governing authorities is the only kind 
under which the city can be sure of its ability 
to dominate the situation at all times. 


In a report on ‘The Indeterminate 
Permit for Public Utilities, or Tenure 
during Good Behavior,” submitted to 
the New York Public Service Commis- 
sion in 1908, a year and a half after 
the Wisconsin Public Utilities law had 
become effective, Dr. Milo R. Maltbie 
emphasized this feature of the indeter- 
Mminate permit in the following lan- 


guage: 


The indeterminate franchise, or “tenure 
during good behavior,” as it is sometimes 
called, briefly defined, is a franchise which may 
be terminated by the proper authorities at any 
time upon the payment of a fair compensation 
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for the value of property thus taken, exclusive 
of franchise. 

There are many other provisions of 
importance which are necessary to the prac- 
tical operation of the plan... . but 
the fundamental principle is the right of 
acquisition at any time at a reasonable cost. 
This is the only way whereby a community 
can always and continuously control its own 
destinies and direct its own growth. Govern- 
mental supervision of corporations is an 
effective weapon, but there are times when 
the desired results can be obtained only by 
the complete elimination of a given corpora- 
tion or group of men, and then the right of 
purchase, to be followed by governmental 
operation or lease to another private corpora- 
tion, is the only adequate remedy. 


Further on in this report Dr. Maltbie 
refers to the indeterminate franchise as 
“the expression of the idea that a public 
utility is affected with a public interest 
in such a vital way that when it ceases 
to be operated in the public interest 
the franchise may be terminated, and 
that the representatives of the people 
may determine, and not the company, 
when that point has been reached.” 
And Mr. Wherry, in his recent book, 
advocates the indeterminate permit 
from the point of view of the utilities, 
but nevertheless makes this statement: 
“The outstanding feature of the inde- 
terminate permit, of course, is that it 
may be revoked at any time the com- 
pany fails to perform its duty of ren- 
dering adequate and proper service for 
a fair, just and reasonable rate.” ? 

And John H. Roemer, then chairman 
of the Wisconsin Railroad Commission, 
addressing the Southern Gas Conven- 
tion at Mobile in April, 1914, made this 
statement: ‘From an economic stand- 
point an unlimited franchise, containing 
a provision that the municipality may 
revoke it at any time upon condition 
that it acquire the plant by paying to the 
company the reasonable value thereof, 


? Public Utilities and the Law, p. 198. 





330 THE JOURNAL OF LAND & PUBLIC UTILITY ECONOMICS 


is the only franchise that can possibly 
work out equitably to the interests of 
the public and the utility.” 


Theory Breaks Down Unless 
Municipality Has Adequate 
Financial Powers 


From the point of view of the au- 
thorities whom I have quoted, it is 
apparent that the terminable feature of 
the indeterminate permit can be of no 
practical efficacy as a means of protect- 
ing the public interest against the abuses 
practiced by a particular company op- 
erating a utility in a given community, 
unless the municipality in fact has the 
financial ability to take over the prop- 
erty or has the power to cause the 
transfer of the property to another 
corporation or group of people upon 
practicable financial terms. Obviously, 
it is a mere mockery to say in the pub- 
lic utilities law of a given state that a 
municipality may terminate a_ public 
utility franchise at any time upon pay- 
ing to the holder thereof the value of 
its property in cash as fixed by the state 
utilities commission, if the constitution 
of the state, or the general or special 
statutes restricting the municipality’s 
financial powers have so limited those 
powers as to make it impossible for the 
municipality to raise the amount of 
money necessary for the purchase of the 
utilities, or even a single one of the 
utilities, operating within its limits. 
Such legislation keeps the word of 
promise to the ear but breaks it to the 
hope, and all thought of its efficacy as 
a guaranty of home rule or as a means 
of public protection against utility 
abuses may be summarily dismissed. 
Under such circumstances it is a special 
and particular outrage upon political 
good faith to misrepresent the char- 
acter of this type of grant by calling it 


a “terminable” franchise or permit. 

To all those who are interested 
either in the achievement of municipal 
ownership as a public policy, or in the 
achievement or preservation of munici- 
pal home rule with respect to utilities, 
the removal of the legal limitations 
upon municipal taxing and borrowing 
powers to whatever extent may be 
necessary to put the municipality in a 
position to acquire existing utility prop- 
erties, is absolutely fundamental as a 
condition precedent to the adoption of 
the indeterminate permit as a franchise 
policy. 


Those Opposed to Municipal Owner- 
ship and Home Rule Rely on 
Efficacy of State Control 


On the other hand, from the stand- , 


point of those who are opposed to 
municipal ownership under any cir- 
cumstances, except possibly as a last 


desperate resort, and from the stand- 


point of those who have ceased to 
believe in the importance of local con- 
trol over utilities, and who, on the con- 
trary, believe that such control should 
be exercised chiefly or exclusively by 
state commissions, the feature of the 
indeterminate permit authorizing its 
termination by the municipality at will 
is regarded as a mere gesture for the 
purpose of creating some ultimate un- 
easiness in the hearts of the corpora- 
tions. These people, in claiming that 
the indeterminate permit as a franchise 
policy gives ample protection to the 
public interests, rely, in reality, not 
upon the fact that theoretically the per- 
mit is subject to termination, but upon 
the fact that, as it has been worked 
out in Wisconsin and as it is being 
widely advocated by the utilities, the 
investment bankers, and the state com- 
missions, the indeterminate permit is 
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incorporated as a part of a whole 
scheme of legislation designed to pro- 
vide for continuous and effective pub- 
lic regulation through state authorities. 
In short, they support the indeter- 
minate permit more because it works in 
easily with state regulation than be- 
cause it affords a reasonable alternative 
to the public. 

Here the theory of the indeterminate 
permit gets a long way afield from the 
recommendations of the Massachusetts 
committee of 1898. It develops a 
number of very important and _ far- 
reaching corollaries. First, it claims 
that the franchise grant should be sub- 
stantially devoid of all terms and condi- 
tions and that the theory of regulation 
by contract should be entirely aban- 
doned. Second, it provides that con- 
tinuous regulatory power with relation 
to service, safety, rates, capitalization, 
accounting, and so forth, should be ex- 
ercised, not by the local authorities 
directly representing the utilities’ con- 
sumers, but by a “disinterested” com- 
mission with state-wide authority. 
Third, it insists upon the acceptance of 
the theory of monopoly in the owner- 
ship and operation of a given utility 
within any given community, subject to 
a limited power in the state commission 
to authorize competition in extreme 
cases. Thus, the indeterminate permit 
is made to connote a whole new theory 
of public utility relations—a perpetual 
franchise, the abandonment of contract, 
exclusive state regulation, and protected 
monopoly. 


Effect of Indeterminate Permit in 
Indiana Frankly Stated 


In an address before the Municipal 
League of Indiana in 1913, Thomas 
Duncan, first chairman of the Indiana 
Public Service Commission, described 


the theory of the indeterminate permit, 
as embodied in the public utilities law 
then recently enacted in that state, in 
the following words: 

The theory of the law upon which the 
indeterminate permit is based, is that as the 
two real contracting parties to the franchise 
are the state and the utility, they may 
mutually agree to change the agreement. 
The municipality granting the franchise acted 
only as an agent of the state. In tendering 
to the utility the indeterminate permit, the 
state passes over the head of the city, or the 
municipality, and deals directly with the 
utility. This it has a legal right to do. 

The effect of the indeterminate permit is to 
strike down all the provisions of the franchise 
and to give to the Commission full control of 
the utility under the Public Service Law of 
this State. 


Wisconsin Indeterminate Permit 
in Relation to Municipal 
Home Rule 


It is obvious that the indeterminate 
permit might be adopted as a feature 
of municipal franchise policy without in 
any way impinging upon the doctrine 
of municipal home rule, and without 
conferring regulatory powers upon a 
state commission. But as adopted in 
Wisconsin, Indiana, and certain other 
states, it is designed to transfer from 
the municipality to a state commission 
such powers of regulation and control 
as are, or might be, exercised through 
franchise grants. In answer to the 
charge that under the Wisconsin inde- 
terminate permit cities are shorn of 
their power to control their local utili- 
ties, Halford Erickson, formerly chair- 
man of the Wisconsin Railroad Com- 
mission, in a paper filed with the Fed- 
eral Electric Railways Commission in 
1919, enumerated the following powers 
as possessed by the municipalities under 
the Wisconsin utility laws: 


To regulate the quality of the service, the 
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extensions of the plant and other conditions 
in the first instance. 

To grant or withhold permits for the use 
of its streets and highways for public utility 
purposes. 

To cause the railroad commission to inves- 
tigate the adequacy of the service and the 
reasonableness of the rates and other condi- 
tions and to require it to establish adequate 
service and reasonable rates and just conditions 
in other respects. 

To acquire the property and business of the 
utility at the price fixed by the commission 
which price must be fair and equitable to all 
concerned ; and to operate such utilities in the 
interest of the public. 

To secure from the commission whenever 
conditions are such as to demand it, a certi- 
ficate showing that public convenience and 
necessity require a second or competing utility, 
and to grant a permit to such competing 
utility authorizing it to use its streets and 
highways for public utility purposes. 


But Mr. Erickson did not point out 
in connection with the municipality’s 
alleged power to regulate the service 
of a public utility by contract, ordinance 
or other determination, the provision 
of the law to the effect that ‘upon com- 
plaint made by such public utility or by 
any qualified complainant” the commis- 
sion shall set a hearing “and if it shall 
find such contract, ordinance or other 
determination to be unreasonable, such 
contract, ordinance or other determina- 
tion shall be void.” As to granting or 
withholding permits, the municipality 
has the right to decide with respect to 
a new utility, but having once admitted 
a utility to its streets the municipality 
never has a chance to reconsider its 
decision or to decide again, except by 
determining to buy the utility at a price 
to be fixed by the commission; and if it 
wants to try competition directly or 
through another company, it must first 
convince the commission that public 
convenience and necessity require it. It 
can cause the commission to investigate 
service and rates and “require” it to 
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establish adequate service at reasonable 
rates, but the criterion is what the com. 
mission thinks, not what the municipal. 
ity thinks. Even if the municipality 
takes over a utility for municipal own. 
ership, it cannot operate it as it may 
see fit, but only under the control of the 
commission as to service and rates. 

It is manifest that under the Wis- 
consin type of indeterminate permit, the 
protection of the public interests is 
almost wholly dependent upon the 
efficacy of state regulation. Where the 
municipality lacks financial power to 
acquire the utility, this dependence is 
absolute, under present laws. 


Where Partial Home Rule Is 
Preserved under Indeter- 
minate Permit 


Under the Minnesota street-railway 
control act, the state commission has 
jurisdiction over rates, accounts, and 
capitalization, but the municipality re- 
tains the exclusive right to regulate 
service and to impose terms and condi- 
tions not inconsistent with the law in 
granting new franchises even though 
they are indeterminate permits. And 
the Louisiana law applicable to cities 
of 100,000 population gives the local 
authorities the power not only to grant 
indeterminate permits, but to impose 
terms and conditions in connection 
therewith. In cities where resettlement 
or service-at-cost franchises of indeter- 
minate duration may be granted by the 
local authorities, the municipality en- 
joys varying degrees of power to 
impose enforceable terms and condi- 
tions, according to the extent of the 
state commission’s jurisdiction with 
respect to franchise contracts. 

One provision that was incorporated 
in the Chicago and Cleveland street- 
railway settlement ordinances, and that 
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is frequently advocated by the friends 
of municipal home rule, gives the munici- 
pality the right to terminate fran- 
chise, not solely as a step to municipal 
ownership and operation, but in the 
alternative as a way to get rid of the 
existing company by causing the prop- 
erty to be transferred to another 
grantee. This provision is intended to 
meet the situation where the municipal- 
ity is financially or otherwise unpre- 
pared for municipal ownership and 
operation, but finds it intolerable to 
permit the existing company to remain 
in control of the utility. Even where 
a new licensee is permitted to take over 
an existing utility at the same price that 
the city would have to pay, it is doubt- 
ful whether this remedy for an unsatis- 
factory situation would be practicable 
except under very unusual circum- 
stances. At the present time the 
property of a public utility subject to 
purchase under the terms of an indeter- 
minate franchise would hardly be less 
than all the utility property of that 
particular class devoted to public ser- 
vice in the community. The investment 
in a utility having a monopoly of ser- 
vice in a modern city is so great in rela- 
tion to the size of the community, and 
the financial powers interested in the 
ownership and operation of utilities 
generally are so closely affiliated, that 
there would not be one chance in a hun- 
dred of finding a group of men who 
would be able and willing to organize 
a new company and raise the necessary 
capital to take over and pay cash for 
an existing utility merely to satisfy the 
city’s desire for a change in manage- 
ment. Where the city is financially 
able itself to acquire a utility, without 
doubt it would be comparatively easy to 
interest private parties in forming a 
corporation to lease the property for 
private operation, if the municipality 


was unprepared to undertake public 
operation as a permanent policy; but if 
the city itself is unable to finance the 
purchase, it can hardly expect to be able 
to get a new company to finance it. 


Public Protection Depends at Present 
upon Municipal Ownership or 
State Control 


After all, the extent to which local 
control may be exercised either through 
contract or through regulation, under 
the indeterminate permit as it has been 
worked out in practice thus far, is 
almost negligible. The predominant 
type of indeterminate permit is woven 
into a scheme of state regulation, and 
leaves very little room for municipal 
home rule in utility matters. As a 
practical problem, therefore, it may be 
said that the protection of the public 
interests under the indeterminate fran- 
chise is limited by the effectiveness of 
the alternative—the power of the mu- 
nicipality to achieve municipal owner- 
ship, or the will and the power of the 
state commission to provide such protec- 
tion through continuous regulation. 
Broadly speaking, the municipality is 
impotent under the indeterminate per- 
mit and private operation. 

It is unnecessary to add much to 
what has already been said about the 
efficacy of the threat of municipal own- 
ership as a means of insuring good 
behavior on the part of a public ser- 
vice corporation under the _indeter- 
minate permit. If municipal owner- 
ship is adopted as a remedy in a par- 
ticular case, that in itself ends the 
indeterminate permit, but the threat 
of municipal ownership will ‘not be 


‘effective in checking a utility corpora- 


tion if it knows that the public officials 
with whom it is dealing and the con- 
trolling public opinion of the town have 
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been educated to a belief that public 
ownership itself is a great calamity— 
something to be avoided till the last 
extremity. Clearly, those who take this 
attitude toward public ownership are 
not themselves going to make the threat 
of public ownership very effective as 
against a negligent or refractory utility 
corporation. Furthermore, a company 
that has grown “hard-boiled”’ in resist- 
ing public demands is not going to be 
scared into good behavior by the threat 
of municipal ownership when it knows 
that there is no practical way at pres- 
ent by which the municipality can get 
the money to pay for the property in 
compliance with the requirements of 
the provisions in the permit authorizing 
its termination. 

If the purpose of this article were to 
work out the details of a plan for mak- 
ing an indeterminate permit actually 
terminable, a great many subjects would 
have to be considered. The liberaliza- 
tion or removal of general debt limita- 
tions, the authorization of bonds or cer- 
tificates based upon the property of the 
utility alone with a security franchise 
to the bondholders for use in the event 
of foreclosure, the issuance of special 
bonds secured by the earnings of the 
utility, the exemption of self-sustaining 
bonds from the general debt limit, and 
other devices for enlarging a city’s 
financial powers for public utility pur- 
poses, without giving it free rein in 
everything else, are of sufficient impor- 
tance and complexity to be worthy of 
treatment in a separate article. In like 
manner, provisions for the amortiza- 
tion of the purchase price out of earn- 
ings during the period of private opera- 
tion, purchase under contract on the 
partial-payment plan, taking the prop- 
erty over, subject to its outstanding 
indebtedness and other devices to avoid 
the necessity for paying in a lump sum 


in cash the full value of the property 
taken, could be elaborated to the extent 
of an independent discussion. All these 
problems are different aspects of the 
central one—that of making the munici- 
pal purchase option in indeterminate 
permits a real one by making its exer- 
cise financially possible. The extent to 
which a municipality is handicapped 
under an existing indeterminate permit 
law or contract in enforcing good 
behavior by the threat of termination 
is a matter that is comparatively 
obvious to those who are acquainted 
with the provisions of the permit and 
the financial condition of the municipal- 
ity. 

The most direct method of giving a 
municipality the financial power to take 
over a utility under an indeterminate 
permit is to exempt from the debt limit 
altogether bonds issued for the pur- 
chase and construction of public utilities 
which are to be operated on a self- 
sustaining basis. Also, the plan which 
was originated in the state of Washing- 
ton in 1909, and which has _ been 
adopted to some extent in other north- 
western states, is worthy of special con- 
sideration. This provides for the 
issuance of utility certificates with a 
first lien upon the earnings of the 
utility, and a contractual right vested 
in the certificate holders to compel the 
city to charge rates sufficient to take 
care of the interest and sinking-fund 
requirements of the outstanding certif- 
cates. The plan to amortize the pur- 
chase price out of earnings during the 
period of private operation tends to 
make it easier as time goes on for the 
city to exercise its option of purchase, 
but it does not give the city effective 
financial power from the start. This 
plan is better adapted to a program 
definitely looking to continued private 
ownership for a considerable time with 
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definite provision for ultimate munici- 
pal ownership. In some jurisdictions 
the commissions frown upon any scheme 
which would require the consumers to 
pay for the property, even where the 
community as a whole gets the benefit 
through public ownership. 


Success of Indeterminate Permit 
and of State Regulation 
Closely Connected 


If the option of municipal purchase 
is not really effective under present con- 
ditions, and is not made so by legisla- 
tive or other action, then the success of 
the indeterminate permit idea in pro- 
tecting public interests, while private 
ownership and operation are retained, 
hinges chiefly on the effectiveness of 
state regulation. The success or failure 
of state regulation is a complex subject 
demanding a great deal of careful 
thought and searching analysis. I can 
only summarize my conclusions here, 
based on many years of study, observa- 
tion, and experience, that exclusive state 
regulation does not afford adequate 
protection to the public interests, and 
cannot do so in any ultimate or final 
sense, for the following reasons: 


Cooperation of Local Authorities 
Necessary 


1. Most public utilities are essen- 
tially urban and local in their nature, 
even where they have to go far afield 
for their sources of supply, and even 
where their operations over wide areas 
are centrally controlled. They are 
monopolistic, render services that are 
common public necessities, and are 
vitally related to the development of 
the city plan and to the other urban 
activities for which municipal govern- 
ment is responsible. Also they have to 


make use of the city streets in special 
ways peculiar to themselves and the city 
government. Hence the vitality of 
local service under local control is more 
important than yardstick uniformity 
imposed from outside. 

Exclusive state control runs counter 
to these fundamental relationships and 
to the genius of political institutions 
where democracy prevails. The very 
nature of the problem of regulation 
requires full cooperation between state 
and local authorities; but such coopera- 
tion has not generally obtained and 
local interests have not been fully 
appreciated or heeded. It is true that 
an argument can be made on different 
grounds, but with much the same force, 
against exclusive local control; this, 
however, only proves the absurdity of 
the battledore and shuttlecock theory 
of regulation. 


Regulatory Powers Incomplete 


2. Even with all the broad powers 
conferred upon them in many states, 
the public service commissions still lack 
elements of authority necessary to com- 
plete a successful regulation of the 
utilities under present conditions. It is 
notorious, especially in natural gas, 
electric light and power, and the tele- 
phone, that the utilities are interstate 
in many of their activities, and the state 
commissions are without authority to 
regulate interstate commerce. It is a 
matter of easy observation also that the 
control over capitalization conferred 
upon the commissions usually, if not 
always, falls far short of being com- 
plete. Unless the commission has au- 
thority under the law to compel a 
utility to adjust its securities already 
outstanding to the ascertained value of 
its property or to the unimpaired invest- 
ment therein, the requirement that fu- 
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ture stocks and bonds may be issued 
only for cash to be devoted exclusively 
to capital purposes is of little avail, 
either for the protection of the inves- 
tors, or for the elimination of abuses 
in connection with valuation and rate 
proceedings. Yet the commissions as a 
rule do not possess the power to compel 
the reorganization of companies and 
the scaling down of their outstanding 
capitalization. 

But of even greater importance, per- 
haps, is the fact that most of the oper- 
ating utilities have fallen into the con- 
trol of holding and management com- 
panies organized under the laws of 
other states and not subject to the ju- 
risdiction of the commission of any 
state. Through these holding and man- 
agement companies financial policies are 
controlled and in some cases financial 
expenditures concealed. Some com- 
panies, such as the American Telephone 
and Telegraph Company and the Elec- 
tric Bond and Share Company, enter 
into contracts with their subsidiary op- 
erating companies for the payment of 
fixed rentals or management fees, and 
the expenditures made under these 
agreements are substantially beyond the 
control of the state commissions.® 
Moreover, in many cases, it is doubtful 
to what extent the commissions can go 
in the regulation of salaries and the 
control of other operating expenses 
where it is a matter of substituting their 
judgment for the judgment of the 
company’s executives. This particular 
weakness is due partly to the lack of 
affirmative provisions in the utility laws 
and partly to constitutional limitations 
as interpreted by the courts. | 





*The American Telephone and Telegraph Com- 
pany recently reduced its charges to subsidiaries, 
not as a direct result of a commission order, but 
as an indirect result of criticism made by com- 
missions all over the country. 
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State Commissions in Politics 


3. It is often said by friends of the 
utilities that whereas local control is a 
welter of politics, state control is non- 
political, expert, and only interested in 
even-handed justice between utilities 
and their patrons. But if one stops to 
think for a moment, how can one pos- 
sibly maintain that the state govern. 
ments in this country are less in politics 
than are the city governments? It is 
notorious that public service commis- 
sions in many states are at least as 
much the football of politics as are the 
city officials who operate municipal 
utilities. The real thought back of the 
clamor for state commissions as im- 
partial bodies is that they will not feel 
themselves responsible to irate consum- 
ers whom the -utilities are anxious to 
serve, but without having to come to 
terms with them. With great powers 
over interests that have money, the 
commissions are almost certain to get 
involved in the struggles of state poli- 
tics, and if some consumers of a utility 
service try to bring their grievances 
into politics, naturally the utilities will 
likewise start a political counter-offen- 
sive. Indeed it seems inevitable that the 
state commissions present a stage where 
the utilities, by reason of their aggre- 
gate wealth, power, and self-interest, 
can play the game of politics at a great 
advantage over their isolated patrons. 
In short, to say that public service com- 
missions offer a guaranty of freedom 
from politics is fatuous; the politics is 
merely of a_ different kind—utility 
politics rather than constituent politics. 


Companies Have the Advantage in 
Presenting the Facts 


4. Successful regulation of great 
public utility corporations, with their 
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properties and their services ramifying 
in every direction, with vast revenues 
flowing in continuously, with nation- 
wide alliances, and clearing-houses of 
technical information and expert ser- 
vice, is no simple and easy matter. The 
utilities stand ready at all times to save 
the commission from exerting itself. 
They stand ready to produce all the 
facts which they themselves declare to 
be pertinent, and to explain them to 
the commission, and to tell the com- 
mission what its duty is. But the more 
there is of this, the more the commis- 
sion needs time, and money, and experi- 
ence to do its own investigating, and 
get to the bottom of things. Very few 
states appropriate enough funds to en- 
able the commissions to do their work 
independently. The only way for a 
commission to act quickly is to do what 
the companies tell it to do, and often 
the consumers as well as the utilities are 
impatient of delay. 

If the commission depends upon the 
consumers or the municipalities to pre- 
sent the public side of the controversy, 
the evidence in most cases will be 
heavily one-sided. A group of consum- 
ers, or an individual municipality—per- 
haps a small one—or a loosely asso- 
ciated group of municipalities, working 
from the outside with no funds except 
what they “dig out of their jeans” with 
no hope of ever getting it back, are 
pitted against the companies having all 
the inside experience and knowledge, 
and able to tap the consumers’ till with 
confidence that whatever they spend to 
defeat the consumers will be added to 
the cost of service and taxed back in 
the rates which the consumers them- 
selves will have to pay. If the munici- 
palities or the consumers spend a dol- 
lar of their own money, the utility will 
spend two and make them pay it in the 
bargain. Financial resources, experi- 


ence, inside knowledge, expert affilia- 
tions, great things at stake and con- 
tinuity of interest, combine to give the 
utilities an overwhelming advantage in 
the presentation of their cases before 
commissions and courts. 

The Minnesota street-railway con- 
trol act is exceptional in that it requires 
the municipality to present the public 
side of a rate case before the state com- 
mission, and provides that its expenses 
in doing so, within a rather liberal 
maximum, shall be reimbursed to it by 
the utility and charged to operating 
expenses. But the intervention of Fed- 
eral courts, as will be shown presently, 
tends to destroy the effect of this 
provision. 


The Atmosphere Created by the 
Utilities 


5. Utilities, like other organized in- 
terests, seek to influence not only legis- 
lation but the selection of men charged 
with the administration of the laws; 
and after the commissioners are ap- 
pointed, the utilities are assiduous in 
their attentions to them. The atmos- 
phere created in this way is not con- 
ducive to impartial judgments. Usually 
it requires a definite and. persistent 
effort to resist the influence of cor- 
porate representatives who are fre- 
quently among the big men of the 
community, well blessed with ability, 
knowledge and power, and often having 
a good deal of culture and many social 
graces. Then, too, it has become 
almost a habit for the utilities to take 
into their own fold and give employ- 
ment to commissioners who have shown 
ability. It would be invidious in an 
article of this nature to call the roll, 
but of the making of utility counsel out 
of judges, commissioners, city attor- 
neys, governors, and senators, and of 
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making judges out of utility counsel, 
there is no end.* 

It cannot be gainsaid that such an 
atmosphere around the state commis- 
sions is one of the greatest obstacles to 
vitality in state regulation from the 
point of view of the consuming public. 
It takes experience, knowledge, char- 
acter, and tremendous industry to 
fortify public service commissioners 
against these influences, and to enable 
them in fact to decide all questions that 
come before them with an eye single to 
the public interest in the broadest sense. 
These powerful private financial influ- 
ences are always pulling and pressing 
them to lean in one direction, as the pre- 
vailing winds in exposed places tend to 
make the pine trees lean all one way. 
Public service commissioners need to 
know more about the utilities than the 
operating executives themselves; they 
need vastly greater courage, more in- 
dependence, more vision, than men who 
are merely called upon to operate 
municipal utilities in the interest of the 
people who own them. 

It is safe to say that nowhere do 
public service commissioners receive 
salaries equal to the salaries drawn by 
many of the utility men who appear 
before them. It seems anomalous that 


* Merely to illustrate the above point, the reader 
may be interested in the situation with respect to 
counsel in the Minneapolis street-railway case 
when the Minnesota commission handed down its 
decision in 1925. (1) The high-priced special 
counsel who had been called in early in the case 
to keep the city from getting at the records of 
political expenditures by the holding company had 
been elevated to the United States Supreme Court 
and the authority of decisions written by him was 
being urged upon the commission. (2) Senior 
counsel in the active conduct of the case was an 
ex-judge of the state of Minnesota, and according 
to the universal American rule of once 2 judge 
always a judge, he daily enjoyed the distinction 
of being called “Judge” and the deference that 
is shown to one with that title. (3) The counsel 
upon whose shoulders fell the task of cross-ex- 
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the lower-salaried men should be telling 
the higher-salaried men what they may 
and what they may not do. It is not 
to be expected that public service will 
command the same high financial re- 
wards that often go to the magnates in 
the utility field; but when commission- 
ers are paid inadequate salaries, there 
is a natural tendency for them to look 
with considerable awe upon the highly 
paid executives and counsel appearing 
before them, and, if they themselves 
are ambitious to get on in the world, 
to treat them with special considera- 
tion. 

Whether we have state regulation, 
local regulation, or municipal opera- 
tion, the payment of adequate salaries 
in view of all the conditions surround- 
ing public service is vital to the highest 
success. 


Jug-handled Jurisdiction of the 
Federal Courts 


6. Finally, and most effective of all 
in crippling and destroying the power 
of state regulation, is the one-sided 
jurisdiction of Federal courts which 
prevents a consideration of the con- 
sumers’ interests. After the commis- 
sion, under mandate from the law to 


amining the city’s witnesses was an active state 
senator, who for many years had played the double 
role of counsel for the Twin City Rapid Transit 
group of companies and influential member of the 
dominant political party in the upper house of 
the legislature. His vote had helped to pass the 
street-railway control act by which the companies 
got their indeterminate permits and by which the 
state commission got its jurisdiction in the pend- 
ing proceeding. (4) The last lawyer to join the 
company’s forces was one who, at the inception 
of the case, had been a member of the commission 
itself, and had actively participated in the com- 
mission’s early efforts to give the companies “re- 
lief.” He continued to frequent the inner offices of 
the commission during recesses in the hearings as 
freely as if he had still been a member of that 
body. 
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fix just, reasonable, and sufficient rates, 
has made its decision, but before an ap- 
peal can be taken to the state courts 
for a review of the commission’s find- 
ings as prescribed by the utilities law, 
the company may jump into the Federal 
court on a plea of confiscation. This 
transfers the whole issue into a court 
which has no jurisdiction to give ade- 
quate relief to the public. The Federal 
courts have no power to order a reduc- 
tion in rates; they can only leave the 
commission’s order as it stands, or de- 
clare it void as being unjust to the com- 
pany. Neither the municipality nor 
the consumers can appeal to the Fed- 
eral court from the order of the com- 
mission; only the utility can invoke that 
court’s protection. And while the Fed- 
eral courts retain jurisdiction of the 
case, all the way up to a decision by the 
United States Supreme Court, the state 
courts, which otherwise would have 


jurisdiction to give relief to either 


party, must stay their hand, and when 
the United States Supreme Court has 
handed down its decision, even if it 
overrules the company’s plea, so much 
time has elapsed that ordinarily the 
facts have changed and the case is too 
stale for litigation in the state courts. 
It seems as though the Federal courts 
were the company’s tribunals. 

Without going into the reasoning of 
the Federal courts in these cases, it is 
clear that such a transfer of jurisdic- 
tion tends to paralyze state regulation.° 
Under these circumstances, the state 
commissioners would be more than 
human if they did not lean over back- 
wards in an effort to satisfy the com- 
panies and keep them out of the Fed- 
eral courts. 


H. C. Spurr, editor of Public Utility 


*This was pointed out by the Federal Court 
itself in the extreme case offered by the recent 
appeal of the New York Telephone Company, 
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Reports Annotated, has pointed out on 
behalf of the companies that the state 
commissioners are not prone to decide 
in their favor, and he proves it by the 
fact that the court reversals of com- 
mission decisions are almost always 
where the commissions have decided 
against the companies.® It is hard to 
have patience with such an argument in 
the light of the nature and effect of the 
Federal court’s jurisdiction in these 
cases as just outlined. 


An Illustration from Minnesota 


The Minneapolis and St. Paul street- 
railway cases furnish a good illustra- 
tion of the way in which Federal court 
jurisdiction handicaps state regulation. 
It is a known and admitted fact that 
the street-railway companies of Minne- 
sota were chiefly instrumental in pro- 
moting the street-railway control bill 
in 1921, which incorporated the inde- 
terminate permit idea. The act pro- 
vides that either the municipality or the 
company may appeal to the district 
court for the county in which the street 
railway is operated, and from the dis- 
trict court to the state supreme court. 
In the district court the case will be 
heard de novo and decided on its 
merits. The law also provides that in 
the proceedings before the commission 
or before the court on appeal, the rea- 
sonable expenses incurred by the city 
within a certain maximum shall be re- 
coverable from the company. 

The proceedings before the commis- 
sion in these cases were complicated and 
long-drawn out. As a matter of con- 
venience the commission handed down 
its findings in valuation several months 
in advance of the final order covering 
even in advance of the Public Service Commis- 


sion’s decision. New York Times, March 11, 1926. 
*Gas Age-Record, July 21, 1923, p. 81. 
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rate of return, operating revenues, ex- 
penses and rates of fare. It was known 
that the city of Minneapolis would ap- 
peal to the state court as soon as an 
order was filed from which an appeal 
could be taken. The company had the 
same privilege, but it knew that if the 
case were to be reviewed in the state 
courts it would have to reimburse the 
city for the expenses of the litigation 
and that the court might reduce the 
valuation, rate of return, and rate of 
fare as fixed by the commission. Hence 
it was to the interest of the company 
not to allow the case to get into the 
state courts at all. The advance find- 
ing of the valuation played into its 
hands, so that before the final order it 
was able to prepare an elaborate com- 
plaint charging confiscation, and to file 
this complaint in Federal court before 
the city could perfect its statutory ap- 
peal to the district court. The Federal 
court took jurisdiction, and the city was 
faced with a long-drawn-out battle in a 
court where its only possible success 
would be in defending the commission’s 
order from which it desired to appeal, 
and where it would have to pay all of 
its own expenses for which it had made 
no provision, relying as it had upon the 
terms of the statute which the company 
itself had promoted. 

Under these conditions the city coun- 
cil began to talk “‘settlement,”’ and the 
company offered to shorten the pro- 
ceedings in the Federal court in case 
the city would enter into a joint stipu- 
lation accepting the commission’s find- 
ings on a number of important issues 
where the commission had decided in 
the company’s favor or where the com- 
pany had little or no chance to improve 
its position, leaving the other issues to 
be fought out de novo. In opposing 
the acceptance of this kind of an offer, 
City Attorney Neil M. Cronin told the 


street-railway committee of the city 
council : 


The very act under which the street-car 
company operates and the act which the com- 
pany was glad to see passed provides for relief 
in the state courts. But the company went 
into Federal court because it can give the 
company relief but not the city. This pro- 
posal handicaps the city. What the company 
is asking for is that we play this football 
game, with the ball on the city’s 10-yard line, 
and give the company the ball. Not only 
that, but that the umpire can penalize the 
city, but not the company.’ 


The upshot of the matter in this case 
was that the city was forced by circum- 
stances to seek a settlement on the basis 
of the commission’s findings and was 
denied the right to review them in court 
as provided by law. The commission 
had gone so far in favoring the com- 
pany in order to keep the case out of 
the Federal courts that the company 
could well acquiesce in a settlement on 
the commission’s basis, after it had 
stopped the city’s appeal by its Federal 
court manceuver. 


The Proposed Terminable Permit Law 
in Illinois 


After the defeat of Mayor Dever’s 
plan for the settlement of the Chicago 
traction problem in April, 1925, the 
utility interests of Illinois promoted an 
indeterminate or, as it was called, a 
“‘terminable” permit bill in the legisla- 
ture. If this bill had been enacted, it 
would have given to every public utility 
in the state the right to give up its 
existing franchises and take a termin- 
able permit in place of them. Coupled 
with the existing provisions of law in 
Illinois, this would have freed the utili- 
ties from practically all the restrictions 
contained in municipal franchise grants 





* Minneapolis Journal, October 6, 1925. 
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and relieved the utilities from ever 
coming before the local authorities for 
a renewal of their franchises. In one 
important respect the franchise situa- 
tion would have continued to be differ- 
ent from that in Wisconsin, for neither 
the existing utility laws nor the pro- 
posed terminable permit law in Illinois 
would give a utility a monopoly pro- 
tected against municipal competition. 
Under existing financial restrictions 
upon the indebtedness of cities the 
“terminable” permit in Illinois would 
be practically interminable; for under 
the constitution municipal debt is lim- 
ited to 5% of the taxable value of 
property, and by general law the 
assessments are limited to 50% of the 
true value. Thus the effective legal 
limitation upon the indebtedness of any 
municipality for all purposes is only 


21%4% of the full value of taxable 
property. 


The Policy of Protecting Consumers’ 
Interests by an Effective 
Indeterminate Permit 


The indeterminate franchise in its 
inception was advocated by able and 
public-spirited men as a means of 
escape from the admitted evils of the 
perpetual franchise on the one hand 
and of the short-term franchise on the 
other. It was advocated as a working 
program under which public service 
corporations would be free to render 
the best possible service at the lowest 
possible cost, with security to the in- 
vestors, an ample inflow of new capital, 
and continuity of physical upkeep and 
expansion. On the assumption that the 
interests of the companies and the inter- 
ests of the public are fundamentally 
the same, there would be no argument 
against the perpetual franchise. It 
would merely be the type of a grant 


under which the companies would have 
the best possible chance to perform 
public service. And even if there is a 
fundamental divergence of interest, so 
long as dependence is placed solely or 
mainly on state regulation to make the 
companies act in the public interest 
instead of their own, regulation can be 
substantially as effective under a per- 
petual permit as under an indeterminate 
one that nobody wants to terminate. 
The rights of investors, certainly, can 
be as well protected under a perpetual 
franchise as under an indeterminate 
one. The effect of the type of fran- 
chise, or the character of ownership, 
upon the interests of the employees, is 
not clear, except that the employees 
may be better off if the utility is pros- 
perous than if it is not, and they may 
be better off if the management is 
responsive or responsible to public 
opinion than otherwise. 

The chief issue with respect to per- 
petual franchises, indeterminate per- 
mits, and public ownership is between 
the consumers, who in the main com- 
prise the entire community—investors, 
employees, and all—and the manipula- 
tors of stocks and bonds and corporate 
power. These latter are seeking to get 
rich and are claiming the right of specu- 
lative profit in public utility develop- 
ment and operations. They are brokers 
in economic, social, and political power. 
They do not believe in democracy in 
a real sense. To them government is 
good only as a guarantor of special 
privileges and as a defense against the 
activities and influence of democracy. 
In a broad sense the interests of the 
consumers as a body are the public 
interests. The investors, the employees, 
and even the manipulators are a part 
of the body of consumers, and as such 
are entitled to due consideration. But 
the theory of public utilities, connoted 
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by the very name, is that they exist for 
the consumers, for the people whom 
they serve, and every interest other 
than the public interest is incidental and 
subordinate. Figuratively, public ser- 
vice corporations are domesticated ani- 
mals; they have no right to be wild 
horses of the desert or mad elephants 
or sacred bulls. Their job is to work 
for us, and our job is to feed them well 
and give them shelter and doctor them 
when they are sick, not for their sake, 
but for our own. 

The indeterminate permit is a good 
type of franchise, if it is easily termin- 
able—not in legal theory only, but in 
practical financial fact. It is a good 
type of franchise if it develops and 
preserves the practice of municipal re- 
sponsibility, and if it facilitates the 


achievement of public ownership as an 
alternative, under sound economic and 
political conditions. The writer’s opin- 
ion is that these requirements cannot 
be met under the present system of 
state regulation and that the best 
chance of making the indeterminate 
permit subserve the public interest is 
in working out a system of decentral- 
ized control with a carefully conceived 
plan of lien financing or gradual acqui- 
sition. If, on the other hand, the 
indeterminate permit tends to perpet- 
uate a system of unrestrained private 
ownership and operation of public ser- 
vices, based upon an irrepressible and 
eternal conflict of interests, until the 
community in desperation is in a mood 
to commit harakiri, it is not a good 
type of franchise. 
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LAND VALUES AND POPULATION 


By ARTHUR J. MERTZKE 


O find localities in which popula- 

tion and land values are both 

increasing is a very common expe- 
rience. Indeed these two phenomena 
occur together so frequently that econ- 
omists, as well as those who have not 
specialized in the study of business 
affairs, have without question accepted 
the idea that changes in land values are 
directly related to changes in popula- 
tion. Alfred Marshall expressed the 
current impression when he wrote, 
“Site value is expected to rise in con- 
sequence of a growth in population.” 

To what extent is this general 
assumption scientifically valid? Is it 
merely a rule-of-thumb principle, based 
on casual observation? No adequate 
statistical analysis of the problem has 
come to the writer’s attention. It may 
be appropriate, therefore, to place side 
by side changes of land values and of 
population in a number of communities 
over a period of years, in order to test 
the validity of this popular explanation 
of land values. 

Scientific procedure means that we 
first look and see what the facts are, 
and then let an analysis of our findings 
lead to whatever conclusions are justi- 
fied by the facts. Such an undertaking 
could scarcely lay claim to any degree 
of soundness if it took for its aim the 
proof or disproof of any particular 
proposition set down in advance, be- 
cause in a field with such an abundance 
of facts of all varieties almost any con- 
ceivable view, however incorrect when 
held up in the light of all the facts, 


*Marshall, Alfred, Principles of Economics, 5th 
edition, p. 442. 





could be defended by selecting instances 
that would support it. The problem 
before us in this instance, therefore, can 
be stated merely as an open question: 
What functional relationship, if any, 
is there between changes in urban pop- 
ulation and changes in urban land 
values ? 

In an endeavor to throw some light 
upon this question a statistical investi- 
gation of changes of land values over 
a period of 21 years, in 37 Wisconsin 
cities each having a population of 5,000 
or more, was undertaken in order to 
measure the degree of correlation be- 
tween the changes in population and the 
changes in land values in these cities. 


Estimating Market Values of Land 


It was necessary first of all to com- 
pile data showing the changes of the 
market values of land from 1902 to 
1922, for the purpose of securing an 
objective measure of changes in land 
values during this period. No attempt 
was made to determine the earning 
power or income secured from the land, 
but merely to measure the actual 
changes in the capital value of the land 
itself as reflected in the market prices 
of land. 

The method used for computing the 
estimated market value was as follows: 
In each city the first data secured were 
the annual assessed valuations of all 
land in the city, exclusive of improve- 
ments. With the exception of Kenosha 
and Racine, the area studied in each 
of the 37 cities was constant through- 
out the period of the investigation, and 
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in most cases coincided with the legal 
boundaries of the cities.’ 

Since the assessed valuation of land 
frequently varies considerably from the 
selling value, it was necessary to find a 
method that would give an estimated 
market value of the entire land area 
of the city. This was done by means 
of sales records taken from the files of 
the State Tax Commission. All the 
selling prices of vacant properties upon 
which the Tax Commission had verified 
the considerations involved were to- 
taled and compared with the total 
assessed valuation of the same proper- 
ties. This method provided a ratio of 
assessed value to selling value, which 
was applied to the total assessed valua- 
tion of land in the city for the same 
year, on the assumption that the par- 
cels sold in any year would, in general, 
reflect the value of all land in the city.’ 
Granting, however, that many of the 
vacant parcels sold were not really rep- 
resentative sites, they would, in all 
probability, reflect relative changes in 
land values with sufficient accuracy for 
our purpose. When it was found, for 
example, that in a given year all vacant 
parcels sold in a given city had, on the 
average, been assessed at 90% of their 
selling value, this percentage was used 
to correct the assessed valuation of the 
land area included in the study. In this 
way the assessed valuation of the land, 
exclusive of improvements, in the city 
was corrected year by year. 





?In Appleton, Madison, Milwaukee, and Su- 
perior, selected portions of the city were studied in 
order to compare changes in value of residential, 
industrial, and commercial districts. 

* The author is indebted for this method of esti- 
mating land values to the late Mr. T. A. Polleys, 
Commissioner of Taxation of the Chicago and 
Northwestern Railway, who employed it exten- 
sively as a means of securing evidence to present 
to courts and commissions, by which these estimates 
were accepted as the most reliable. 


In order to show the relative 
changes from year to year more clearly, 
the corrected or estimated market val- 
ues of land for the city were then con- 
verted into percentages, using the first 
year of the period, 1902, as a base. By 
expressing the change of value from 
year to year in terms of percentages 
the picture is made clearer because the 
method employed was intended to bring 
out relative changes in value rather 
than accurate market values. 

In this study no attempt has been 
made to correct changes in land values 
for changes in the purchasing power of 
money. In order to do this accurately 
it would be necessary to compute an 
index number for each city which would 
measure the local changes in the pur- 
chasing power of money, on the basis 
of which the index of the market val- 
ues of land could be corrected. The 
necessity for doing that is obviated in 
this case because we are not comparing 
changes in land values with changes in 
population in one city alone. In reality 
we are comparing the ratios of changes 
in land values to changes in population 
among cities. Thus, if in city 4 land 
values in a given period have doubled 
while population has remained constant, 
whereas in city B land values have 
doubled while population has increased, 
let us say, 50%, we have evidence of a 
disproportionate change in land values 
as compared with the change in popu- 
lation. 





In order to test this method the author secured 
from the American Appraisal Company and the 
Milwaukee Real Estate Board their appraisals of 
the sites of improved properties in Milwaukee year 
by year, and computed a ratio of assessed valua- 
tion to the appraised valuation as a means of cor- 
recting the general assessment figures. The rela- 
tive estimates derived in this way were very 
similar to those computed on the basis of vacant 
land sales. 
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Comparison with Changes in 
Population 


To facilitate comparison between 
changes in population and changes in 
land values, the cities covered by this 
investigation were grouped into six 
classes on the basis of the average in- 
crease or decrease in population per 
decade for the two decades from 1900 
to 1920. 

The indexes of land values in each 
city shown in Table I were grouped as 
indicated in Table II, and then an aver- 
age annual change for each group of 
cities was calculated. This result is 
given in Chart I. Table III gives the 
data on which the chart is based. 


Cities with Decreasing Population 


It will be observed that in the group 
of cities with declining populations the 
average value of land fluctuated rather 
widely but never rose higher than 162 


in comparison with the values of the 
base year, 1902. Table I shows that 
the indexes of the five cities comprising 
this group are very dissimilar. The 
index number for Ashland immediately 
after 1902 fell below 100 and never 
came up to this point again with the 
exception of one year, 1912, when it 
reached 106. Similar to the Ashland 
series is that of Baraboo shown in 
Table I. Land values in Baraboo fluc- 
tuated above and below the 100 point, 
ending in 1922 with 90. Markedly 
different are the series for Marinette 
and Merrill. In both these cities the 
indexes of land values rose with fair 
rapidity. Menomonee, however, is in 
a class by itself in this group, for its 
index of land values rose with approxi- 
mately the same rapidity as those of 
cities like Madison and Milwaukee, as 
is shown by its place in Table IV, in 
which cities are grouped according to 
the average increase in their land 
values. 


TaBLeE I. INDEXES OF ESTIMATED TRUE VALUE OF LAND EXCLUSIVE OF BUILDINGS IN 
37 WISCONSIN CITIES, 1902-1922 











Base: 1902 
o b> 3 3 Zz 
oe i oe e = 
c = bs] = S S ¢ <1 P o 
Y 6/4 g z >| e2e|s8 /2 a | 3 § 2 & 
!) es) e] 8/3] 2/88/2181) 5 Sele) 8] 8) 3818] 8) 812) 2 
z/S/e/E8lslF |S ela] lel slelg|elelel¢ 
z~<i}/¢/2¢@/asilalo |d/Asl} ds J€ |S] S| elul sl] ala) a] 8 
1902 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 } 100 | 100 | 100 | 100 | £00 | 100 
1903 | 129 | 108 86 | ror 96 | 107 | 114 | 100 | IIr | 108 | 105 99 | 139 | 106 | 112 | 112 | 104 | 113 | 109 
1904 | 156 | 111 75 | 101 95 95 | 128 | 109 | 138 | 151 | 109 | 111 | 170 | 109 | 110 | 117 | 110 | 118 | 114 


1905 | 161 | 117 69 OI | I12 | 103 | 132 | 118 | 136 
1907 | 173 | 113 | 92] 95 | 132 | 105 | 186 | 348 | 197 
1908 | 185 | 119 76 | 104 | 138 89 | 193 | 314 | 218 
I9IO | 201 | 126 84 | 106 | 159 | 154 | 186 | 414 | 195 


IQII | 199 | 124 81 | 106 | 135 | 106 | 209 | 387 | 207 
1912 | 188 | 115 | 106 | 111 | 128 | 103 | 167 | 339 | 231 
1913 | 210 | 133 94 | 103 | 140 | 134 | 159 | 364 | 238 


1914 | 246 | 130 92 | 115 | 136 | 108 | ror | 348 | 206 
1915 | 282 | 130 80 94 | 133 | 140 | 219 | 375 | 266 
1916 | 247 | 141 77.| 119 | 125 ! 132 | 210 | 471 | 278 


1917 | 216 | 136 79 80 | 174 | 102 | 192 | 431 | 283 
1918 | 194 | 134] 79 | 111 | 162 | 89 | 221 | 443 | 306 
I9I9 | 234 | 155 86 | 154 | 182 96 | 212 | 452 | 350 


1920 | 251 | 162 | 87 | 117 | 182 | 83 | 281 | 436 | 542 
1921 | 289 | 178 68 oo | 168 | 154 | 200 | 511 | 538 
1922 | 227 | 207 | 79 | 90 | 224 | 200 | 304 | 445 | 509 





























130 | 115 | 105 | 145 | 135 | 112 | 117 | 121 | 117 | 100 
188 | 125 | 116 | 142 | 145 | 11 | 131 | 122 | IIT 97 
126 | 135 | 116 | 153 | 156 | 117 | 137 | 122 | 113 | 105 


89 | 149 | 120 | 146 | 157 | 114 | 136 | 119} 97] 95 
93 | 140 | 109 | 120 | 151 | 123 | 199 | 150 | 103 | III 
95 | 129 | 117 | 104 | 163 | 115 | 169 | 145 80 | 108 


94 | 149 | 139 | 133 | 205 | 130 | 197 | 132 | 157 | 122 
94 | 168 | 147 | 219 | 274 | 106 | 199 | 132 95 | 105 
99 | 159 | 122 | 147 | 257 | 110 | 228 | 134 89 | II9 
108 | 154 | 128 | 163 | 265 | 122 | 199 | 146 75 | 108 
114 | 164 | 136 | 135 | 311 | 115 | 199 | 109 86 | 119 
I1g | 151 | 123 | 139 | 339 | 126 | 224 | 131 84 | 111 


94 | 186 | 114 | 176 | 334 | 14z | 233 | 163 | 82] 111 
94 
148 | 192 | 206 | 166 | 391 | 136 | 250 | 149 | 104 | 175 
162 198 245 | 171 | 551 | 157 | 245 | ISI | 110 | 207 
I 


179 
168 | 201 | 270 | 211 | 525 | 152 | 268 | 157 | 126 195 
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Cities Having 0% to 15% Increase in 
Population per Decade 


The average index number of land 
values in the 13 cities in which popu- 
lation increased from 0% to 15% per 
decade shows a decided upward move- 
ment between 1902 and 1910, followed 
by 8 years of very slowly rising values 
from 1910 to 1918, with a rapid up- 
ward movement from 1918 to 1922. 
Throughout the period of the investi- 
gation the average values in this group 
of cities rose with more than double the 
rapidity of the average values in the 
group declining in population. 

Upon consulting the indexes of indi- 
vidual cities in Table I we observe again 
that in this group of 13 cities (see 
Table II) having relatively stationary 
populations, very different rates of in- 
crease in land values occurred. Thus 
while values in Chippewa Falls and 
Oshkosh showed a small increase, val- 
ues in Appleton and Kaukauna moved 


upward with considerable rapidity, 
while those of De Pere, Eau Claire, 
Menasha, and Neenah increased very 
rapidly. In Table IV, showing cities 
grouped according to the average in- 
crease in land values, we find that cities 
with relatively stationary populations 
represent some of the smallest, as well 
as some of the largest, increases in land 
values. 


Cities Having 15% to 30% Increase 
in Population per Decade 


The average index from 1902 to 
1922 of land values in the group of 
cities which increased in population per 
decade from 15% to 30% moves very 
curiously with respect to similar figures 
for the cities increasing from 0% to 
15% per decade, as will be observed 
by comparing the curves on Chart I. 
The average index of land values for 
this group of 9 cities falls about mid- 
way between that of the group declin- 


TABLE I (Continued). INDEXES OF ESTIMATED TRUE VALUE OF LAND EXCLUSIVE OF 
BuILDINGs IN 37 WISCONSIN CITIES, 1902-1922 














Base: 1902 

3 
g § S § 6 3S n 
3 A ay 2 b = ¢ is ” 5 <s s = 
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1902 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 | 100 
1903 114 | 112 | 104 | 104 | 144 | I05 | 105 | 117 | 106 | 106 | 105 95 | 120 96 | 118 | 125 90 | 116 
1904 132 | 124 | 129 | 108 | 209 | I12 | 106 | 132 | I19 | 110 99 | 101 | 130 | 106 | 105 | 142 | 111 | 187 
1905 146 | 100 | 127 | 120 | 210 | Io9g | 118 | 156 | 121 | 103 | 108 92 | 126 | 111 | 118 | 164 | 113 | 233 
1906 157 | 116 | 141 | 13% | 227 | 127 | 118 | 164 | 118 | 103 | 105 98 | 126 | 121 | 114 | I92 | 119 | 211 
1907 165 | 149 | 113 | 140 | 222 | 123 | 114 | 174 | 128 | 106 97 | 115 | 128 | 140 | 113 | 203 | 106 | 265 
1908 162 | 129 | 115 | 146 | 205 | 147 | 123 | 173 | 128 60 93 | 112 | 146 | 142 | 115 | 203 | 127 | 226 
1909 134 | 140 | 147 | 141 | 177 | 132 | 114 | 218 | 120 84 97 | 128 | 126 | 124 83 | 217 | 110 | 238 
1910 188 | 135 | 116 | 149 | 222 | 116 |] 119 | 192 | 147 66 | 117 | 140 | 111 | 196 95 | 212 | 147 | 297 
IQII 193 | 126 85 | 153 | 246 | 149 | 153 | 224 | 189 92 | 113 | 126 88 | 162 | 114 | 212 | 153 | 267 
1912 IIs | 142 | 116 | 164 | 228 | 149 | 148 | 198 | 185 | 125 | 120 | 175 | 131 | 139 | 120 | 227 | 143 | 263 
1913 154 | 143 | 103 | 158 | 249 | 114 | 124 | 237 | 207 95 | 129 | 180 | 132 | 169 | 100 | 187 | 163 | 282 
1914 200 | 176 | 118 | 168 | 234 | 135 | 141 | 227 | 215 87 | 127 | 169 | 127 | 155 | 126 | 232 | 150 | 307 
191s 214 | 204 | 164 | 177 | 264 | 126 | 163 | 211 | 221 99 | 127 | 167 | 124 | 174 | 127 | 302 | 156 | 276 
1916 235 | 250 | 112 | 166 | 276 | 142 | 124 | 263 | 262 84 | 136 | 175 | 145 | 171 | 137 | 226 | 154 | 318 
1917 262 | 146 | 128 | 172 | 257 | 121 | 121 | 269 | 260 96 | 147 | 197 | 130 | 175 | 146 | 256 | 185 | 264 
1918 223 | 225 | 240 | 189 | 259 | 120 | 149 | 203 | 272 | 110 | 134 | 155 | 149 | 150 | 143 | 310 | 195 | 340 
1919 317 | 192 | 206 | 176 | 309 | 152 | 126 | 307 | 291 | 103 | 158 | 178 | 498 | 147 | 166 | 262 | 222 | 419 
1920 298 | 193 | 174 | 217 | 338 | 153 | 185 | 461 | 375 | 108 | 152 | 189 | 231 | 175 | 196 | 260 | 339 | 599 
1921 346 | 166 | 179 | 176 | 367 | 145 | 163 | 419 | 356 | 118 | 180 | 164 | 208 | 190 | 196 | 317 | 328 | 610 
1922 400 | 227 | 215 | 255 | 508 | 119 | 154 | 417 | 384 | 121 | 182 | 166 | 212 | 157 | 189 | 381 | 332 | 526 
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ing in population and that of the group 
increasing from 0% to 15% per decade. 
According to the generally accepted 
view of the relation of population 
growth to urban land values, the values 
in these cities should have risen more 
rapidly than those in the preceding 
group. 

In this same group of cities (in- 
creasing in population from 15% to 
30% per decade) we again note a wide 
divergence in the rates of increase in 
land values. In this group Manitowoc 
has the lowest rate of increase; its in- 
dex number for 9 out of the 21 years 
of the period is below 100, and with 
the exception of one year, 1911, when 
it reached 157, never rose above 126, 
which is the figure for 1921 and 1922. 
At the other extreme in this group are 
Rhinelander and Wausau, whose values 
increased several hundred per cent 
from 1902 to 1922. 


Cities Having 30% to 45% Increase in 
Population per Decade 


The average index of land values of 
the group of five cities which showed 
an average increase in population of 
30% to 45% per decade, fluctuates less 
than that of any other group, as will 
be noted by observing the curve on 
Chart I. The peculiarity of this curve 
is the fact that from 1902 to 1912, and 
again in 1915, it falls below that of 
both the previous groups, which have 
lower rates of increase in population, 
and for the last five years approxi- 
mately coincided with the curve repre- 
senting cities whose rate of population 
increase was 0% to 15% per decade. 

In this group of cities the variations 
in the increase of land values are less 
extreme than in the groups already de- 
scribed. From Table IV we note that 


the cities of Beloit and Waukesha repre- 
sent the smallest increases, falling within 
the range of approximately 75% to 
100%. Land values in Madison and Two 
Rivers increased more rapidly, showing 
a rise ranging from 100% to 200%. 
Of these two the more steady increase 
in values occurred in Madison, where, 
with the exception of two marked 
jumps in value in 1909 and in 1913, 
land values showed a strong, steady 
growth. Racine, with the largest in- 
crease in value, is to some extent mis- 
represented here, on account of the fact 
that the index of land values is based 
on the total area of the city each year, 
which according to figures obtained 
from the Census Bureau expanded from 
2,960 acres in 1904 to 3,858 acres in 
1923. The value per acre of the addi- 
tions was relatively small as compared 
with the value per acre of the original 
area; but nevertheless their value does 
exaggerate the rise of the index to 
some degree. One may seriously doubt 
whether, in spite of the rapid rise in 
values of land that was found by per- 
sonal inquiry in Racine, the city ought 
to be retained in a study of this sort, 
on account of the fact that the data are 
open to misinterpretations when placed 
beside figures for other cities. 


Cities Having 45% to 60% Increase in 
Population per Decade 


The average index of land values in 
the two cities in this group is the lowest 
of all the groups for about half of the 
period covered (11 years out of 21) 
and fluctuates above and below that for 
the cities declining in population. This 
is due to the fact that land values in 
South Milwaukee, taking the period 
studied as a whole, have declined. For 
g years of the period its index of land 
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Chart I 
Changes in Average Land Values in Wisconsin Cities, 
Grouped According to Changes in Population 
aden 1902-1922 

















values was below 100, and a maximum 
height of 125 was reached in 1912. 
The index of land values in Wauwatosa 
shows a strong, steady increase from 
100 in 1902 to 332 in 1922. Here as 
in earlier groups, we find a striking 
dissimilarity in movement of land 
values in cities that are increasing in 
population at similar rates. 


Cities Having 60% or Over Increase in 
Population per Decade 


The average index of land values in 
the three cities comprising this group 
rose more markedly than that of any 
other group, as can be seen by noting 
the curve on Chart I. The index ob- 
tained for Kenosha is open to the same 
criticism as that already made in con- 
nection with Racine. Kenosha added 
to the original area of 1,202 acres in 
1902 a total of 2,452.2 acres by 15 


annexations ranging from 2.3 acres to 
960 acres in size. The total area an- 
nexed in this case is more than double 
the original area in 1902, and the 
resultant figures obtained as index of 
land values are, therefore, of most 
doubtful character. They are here 
presented only because by personal in- 
quiry in Kenosha it was learned that 
land values there had increased very 
rapidly, although the figures as they 
stand exaggerate the increase very 
much. A fixed area was not studied in 
this case because numerous shifts in 
ward boundaries would have made the 
compilation of the data for the original 
area an undertaking involving prohib- 
itive expense. 

Land values in Cudahy and West 
Allis, both adjacent to Milwaukee, have 
increased rapidly primarily on account 
of their proximity to the cramped 
parent-city of Milwaukee. In_ these 
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two cities all the factors that affect land 
values are so bound up with the over- 
shadowing fact of their position adja- 
cent to a large, crowded, and growing 
city that even the change in population 
itself cannot be explained by looking at 
these cities apart from Milwaukee. 


Correlation of Changes in Land Values 
and Population 


A summary of these groups of cities 
is given in Table IV, page 353, which 
shows their distribution according to 
increase in population and increase in 
land values. If land values varied 
directly with population, cities should 
be grouped along a line drawn diag- 
onally across the table from the lower 
left to the upper right-hand corner. 

If we draw in imagination this diag- 
onal line of equal variation, we will 
notice a considerable scattering of cities 
with reference to it. In the cities of 
Beloit, Chippewa Falls, Cudahy, Man- 
itowoc, Oshkosh, Sheboygan, South 
Milwaukee, and Waukesha, land values 
have increased less than would be 
expected if growth of population pri- 
marily determined values. More sur- 
prising still is the group whose land 
values have risen out of proportion to 
their growth in population. The most 
conspicuous examples are De Pere, 
Eau Claire, Menasha, Menomonee, 
Neenah, and Rhinelander. Almost as 
striking is the lack of correlation 
between land values and _ population 
of Kaukauna, Merrill, and Wausau. 
Moreover, Antigo, Appleton, Janes- 
ville, Marinette, Milwaukee, and Ra- 
cine show land values increasing faster 
than population, but these are nearer 
what might be called border-line cases. 

The Pearsonian coefficient of correla- 
tion of changes in land values and 


changes in population is .557, with a 
probable error of .0775. 

In order to see whether the size of 
the city had any marked effect upon the 
rate of increase in land values, an arith- 
metical average was constructed on the 
basis of three groups of cities: Those 
having in 1920 a population of 5,000 
to 10,000; those having in 1920 a pop- 
ulation of 10,000 to 25,000; and those 
having in 1920 a population of 25,000 
or over. The results warrant no differ- 
ent conclusion on this question, since 
the curves run closely parallel and cross 
and recross each other, indicating that 
sometimes land values in the smaller 
cities increase more and, at other times, 
less rapidly than land values in larger 
cities. 


Changes in Land Values According to 
Uses of Land 


In the cities of Appleton, Madison, 
Milwaukee, and Superior, data were 
compiled by wards or other subdivisions 
which gave a rough basis for comparing 
the rates of increase in land values of 
residential, industrial, and commercial 
areas. From a comparison of land- 
value changes in these different areas 
in the four cities, two points of consid- 
erable importance were obtained: First, 
the lack of any correlation between rate 
of growth of population and the rates 
of increase in land values in any of the 
three types of land utilization; second, 
the relative differences in rates of in- 
crease of residential, industrial, and 
commercial land values. 

In general, the results obtained in 
these four cities show that residential 
land values tended to remain practically 
stationary. The exception to this rule 
in the case of residential lands occurs 
in developing sections of the city where 
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land is passing from a lower to a higher 
use. Thus in the new subdivisions of 
Madison and Milwaukee, lands that 
during the period studied were being 
developed into high-grade subdivisions 
show marked increases in value. On the 
other hand, in the low-grade residential 
section of Milwaukee land values slowly 
but steadily declined. The same ten- 
dency was observed in Superior. 

Industrial land values apparently 
move upward at about the same rate 
as do the average land values for the 
entire city—midway between the slowly 
rising residential land values and the 
rapidly rising commercial land values. 

In the commercial districts, however, 
we observe the greatest percentage in- 
crease in land values. In three out of 
four cities where lands were classified 
by use, it was found that commercial 
land values rose decidedly more rapidly 
than did the average land values for the 
cities as a whole. One exception to this 
was found in the case of Appleton, in 
which the average increase for the city 
as a whole, as a result of the rapid in- 
crease in value of the industrial wards, 
was greater than that of the Commer- 
cial ward at the heart of the city. 


No correlation was found between 
these changes in land values and 
changes in population. In Appleton 
values of residential land rose much 
more rapidly than those in either Mad. 
ison or Milwaukee. On the other hand, 
commercial land values rose most 
rapidly in Milwaukee. Next in order 
come those of Madison, Superior, and 
Appleton. 

While these results show different 
rates of change in residential, indus. 
trial, and commercial land values, they 
show little if anything that would sup. 
port a theory which says that there is 
a definite ratio between growth in pop- 
ulation and increase in land values. 

Such are the facts objectively com- 
piled from all cities in Wisconsin having 
in 1920 a population of 5,000 or over, 
with the exception of three or four 
smaller cities from which no data were 
obtainable by correspondence. The 
findings here set forth are but a small 
portion of the data needed to establish 
fully the principles suggested by the 
facts here submitted. In the follow- 
ing observations, based in part upon 
the writer’s knowledge of the geo- 
graphic and historical background of 

















TaBLe II. Wisconsin Cities CLASsIFIED ACCORDING TO CHANGE IN POPULATION PER 
DECADE, 1900-1920* 
INCREASING 
DECREASING 
0%—15% 15 %—30% 30%—45% 45 %—60% 60% and Over 
Ashland Chippewa Falls | Manitowoc Beloit So. Milwaukee | Cudahy | 
Baraboo Oshkosh Sheboygan Waukesha Wauwatosa West Allis 
Marinette Fond du Lac Green Bay Madison Kenosha 
Merrill La Crosse Marshfield Two Rivers 
Menomonee Portage Antigo Racine 
Superior ee 
Watertown ilwaukee 
Appleton Wausau 
Kaukauna Rhinelander 
De Pere 
Eau Claire 
Menasha 
Neenah 
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Wisconsin cities, the purpose is merely 
to sketch in a general way some of the 
factors to be considered in a discussion 
of urban land values. These will need 
to be more fully studied before general 
conclusions can be formulated. 


Influential Factors Other Than 
Population 


The distribution of cities in Table 
IV leaves no doubt as to one thing, 
namely, that other factors than popu- 
lation have a great deal to do with 
urban land values. The prevailing 
view that urban land values are a con- 
sequence of population apparently min- 
imizes too much, if it does not overlook 
altogether, the very important point 
that factors other than population may 
primarily affect site values. Indeed 
these may be of such importance as to 
outweigh population as a factor, if not 
to rule it out as a casual factor alto- 
gether. 

That urban land values and popula- 
tion bear some relationship to one an- 
other is common knowledge. High 
values and concentrated population as 
a rule occur together. The correlation 
between the two is not perfect, but the 
lack of correlation might be explained 
by some “disturbing factor.” This 
well-known coincidence of high values 
and large population has become so 
familiar that few people question the 
cause and effect relations between the 
two, so inseparably are they associated 
in the minds of many people. On this 
point one may easily slip into grave 
error leading to dangerous mistakes. 
It is necessary, therefore, to see clearly 
what the real causes of urban land 
values are, and to understand how pop- 
ulation is related to them. 

With a general increase in popula- 


tion one of two things (or both) may 
happen: Either the standard of living 
may decline, with no greater demand 
for land than before, or there may be 
such progress as to meet the needs of 
all at a uniform or increasing standard 
of living. If the latter is the case, the 
demand for land for all uses—agricul- 
ture, forestry, mining, transport, in- 
dustry, commerce, and residence—will 
increase. ‘Thus we may say that in- 
creasing population in a progressive 
society will tend to increase the value 
of all types of land. 

Men seeking economic opportunities 
are likely to choose, first of all, among 
occupations. Having selected one, the 
next choice is that of location. Some 
occupations that require land can be 
carried on only at certain places; others 
may be carried on almost anywhere 
over a wide area. Running a farm or 
even a grocery store has a wide geo- 
graphic range; operating a steel mill 
or a shipbuilding yard is confined to 
much narrower limits. 


Competition for Land Offering Profit- 
able Opportunities 


Cities spring up and flourish where 
the maximum number of profitable op- 
portunities can be found in a small area. 
These are determined by a wide variety 
of circumstances. Among them is the 
general growth of population in the 
nation and the world. In order to 
satisfy demands of all sorts most effec- 
tively, men seek the most advantageous 
locations for carrying on their enter- 
prises. Thus are developed mining 
districts, agricultural sections, and cities. 
The valuable opportunities which cities 
have to offer attract men, who compete 
for locations until a very large propor- 
tion of the present and expected earn- 
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TaBLeE III. 


AVERAGE INDEXES OF URBAN LAND VALUES IN 37 WISCONSIN CrTuEs, 


GrouPED ACCORDING TO AVERAGE RATES OF GROWTH IN POPULATION PER 
DECADE, 1902-1922 












































INCREASING 
AVERAGE 

YEAR DECREASING OF ALL 

o—15% 15—30% 30—45 % 45—60% 60% and Over Cit1gs 
1902 100 100 100 100 100 100 100 
1903 101 III III IIo 98 112 107 
1904 108 125 124 113 III 141 121 
1905 102 126 128 119 108 167 143 
1906 114 145 139 122 III 176 135 
1907 114 159 138 128 106 202 161 
1908 109 158 135 133 94 192 137 
1909 127 153 146 135 97 184 140 
1910 107 174 140 136 107 215 147 
IgII 106 176 156 145 123 227 174 
1912 121 172 151 153 134 235 161 
1913 115 174 151 161 129 233 162 
1914 129 176 157 161 119 254 166 
1915 130 189 172 161 128 269 IgI 
1916 138 201 163 179 119 289 182 
1917 119 200 165 190 I4I 283 183 
1918 162 195 180 IgI 153 309 198 
IgIg 157 216 196 217 163 341 215 
1920 144 241 226 246 224 477 260 
1921 137 258 230 236 223 503 265 
1922 154 269 242 255 297 482 272 

ing power of the site, and sometimes Is it chance? Evidently not. Every 


more, is offered as a price for the land. 
In addition to the prices paid for the 
sites, heavy expenditures are incurred 
for the development and improvement 
of the best locations for the purpose of 
obtaining from the land the maximum 
services it can render. These activities 
tend to bring about the most intensive 
utilization, thereby leading to the maxi- 
mum social service to which it is eco- 
nomically possible to put the land, and 
stimulate competition for sites which 
determines their values. 

In a sense it seems unnecessary thus 
to look behind population for the cause 
of urban land values. But to stop with 
population as the cause of values in any 
given city leaves open the most impor- 
tant question of all, namely, what fac- 
tors determine the location of any city. 


one knows that the reason Madison, 
Wisconsin, has but a small fraction of 
the number of people living in New 
York is that Madison affords fewer 
basic opportunities than New York, 
and, therefore, attracts a smaller num- 
ber of people. 

Some of these opportunities are de- 
termined by important natural features. 
Others are the product of will and 
initiative. In either case, they produce 
a similar result. Men seek places that 
offer the opportunities they desire, and 
the more numerous and the greater the 
opportunities, the larger the number of 
competitors and the higher the bids for 
these locations will be. 

Thus the demand for sites in New 
York is made up of elements from all 
over the earth, as far as the products 
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of New York’s enterprise can find a 
market. The subscriber of the New 
York Times in China contributes as 
much to the value of Times Square as 
the subscriber in New York City itself. 
Every city is a focal point in which are 
concentrated a number of opportunities 
for profit and gain in one form or other, 
and such a combination of circum- 
stances enables every city in effect to 
absorb a great amount of the values 
of the entire region that constitute its 
sources of supplies, and its markets. 
For that reason primarily cities are 
keenly interested in every project that 
tends to improve or impair their advan- 
tageous positions. 

This enables us to see also that values 
may rise very rapidly even though pop- 
ulation is increasing slowly, as is the 


case in Eau Claire and other cities in 
Wisconsin. If the business opportu- 
nities of a city multiply, due to its de- 
velopment as a commercial center and 
distributing point, its site values will 
rise even though wages, and hence the 
number of workers attracted, do not 
rise to any marked extent. 

Resort cities offer a special kind of 
opportunity that gives value to lands 
that might never be developed if they 
waited for industrial or ordinary com- 
mercial enterprise. But since they offer 
a combination of features that people 
enjoy—the ocean, mountains, sunshine, 
recreational facilities in shops, hotels, 
and theaters, and a particular type of 
social life—site values emerge for the 
same reason as in all other cities, be- 
cause it is a center of opportunities. 


TABLE IV. CorRRELATION BETWEEN PERCENTAGE INCREASE IN POPULATION PER DECADE 
AND PERCENTAGE INCREASE IN LAND VALUES IN 37 WISCONSIN CITIES, 1902-1922 
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We may then say that, whereas the 
general growth of population in the 
nation or in the world tends to raise 
the value of all lands in use, including 
the sites of cities, proportionately the 
size and growth of population in any 
given city can no more be looked upon 
as a cause of its land values than the 
number and size of its buildings. The 
causes of land values in any given city 
are found rather in the natural and 
social opportunities which its location 
affords. 


Human Factors Influencing Land 
Values 


The human factor appears to oper- 
ate as a casual factor affecting urban 
land values in particular cities merely 
in so far as it is responsible for the 
development and safeguarding of the 
basic opportunities which a city may 
possess. But this may be done by com- 
paratively few individuals, and many 
instances could be cited in which one or 
a few individuals have materially pro- 
moted or hindered the development of 
individual cities. Thus the numerical 
population of any city is not a primary 
cause of its land values, although it 
generally is a concomitant of them, and 
hence should be viewed as simply one 
of the secondary factors affecting land 
values in cities. 

The question might properly be 
raised whether the quality rather than 
the quantity of the population might 
not help to explain urban land values. 
It is unquestionably true that to the 
extent that the development of the pos- 
sibilities of any situation has a bearing 
upon land values, the quality of the 
population of the city as a whole is an 
important factor. One aspect of this 


has already been mentioned in connec- 
tion with the influence of leaders upon 


the development, and resultant land 
values, of a community. Equally im. 
portant are those characteristics of a 
population that determine its thrifti- 
ness, its industry, and its willingness to 
adopt new methods. Here the tempera- 
ment of races stands out as a thing of 
foremost importance. 

It is true that the ablest, economically 
speaking, are often the ones who 
through competition come into posses- 
sion of the best situations. But this is 
certainly not always the case. It would 
never occur to a visitor of Salt Lake 
City that this now wealthy region was 
occupied by a people of inferior quality, 
although the land they developed would 
serve as a classic illustration of sub- 
marginal land. It can readily be seen 
that superior men may be able to de- 
velop lands which most men would 
consider worthless, and it is even pos- 
sible that in so doing they may make 
greater profits than they could make 
by employing their energy, capacity, and 
capital on better land. The character 
or quality of population thus exerts a 
profound influence upon land values, 
not only because thriftiness causes a 
lower time preference and hence a 
lower rate of capitalization, but also 
because the degree of stability, energy, 
initiative such people possess determines 
in large measure the results which land 
is able to produce with any given 
outlay. 

The outstanding fact discovered 
about changes in land values of Wis- 
consin cities was the marked lack of 
correlation between changes in land 
values and changes in population com- 
paring one city with another. Regard- 
less of how this fact is explained it 
clearly suggests the need for caution in 
acting upon the assumption that as 
population increases, land values will 
increase similarly. 
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Thompson, Carl D. Pusiic OwNnersHIP. 
New York: Thomas Y. Crowell Co., 
1925. pp. xviii, 445. $3. 


While much has been written recently 
on the subject of public ownership, a 
great deal of it has been so highly 
colored by personal opinion that it can- 
not be considered reliable. Mr. Thomp- 
son, on the other hand, in his book en- 
deavors to set forth the facts rather 
than to expound any theory on the sub- 
ject. With this purpose in view, he 
proceeds to discuss the different ex- 
amples of existing government owner- 
ship and operation of business. 

The subject seems to divide itself 
naturally into three different classifica- 
tions, instances of ownership and oper- 
ation by (1) the national government, 
(2) the state government, and (3) the 
local government. 

In the first class come the most com- 
mon forms of public ownership. In the 
first chapter of his book, under the 
title “Familiar Forms of Public Owner- 
ship,” Mr. Thompson discusses the 
operation of the government itself 
as a public ownership enterprise, the 
postal service, public schools, and public 
libraries. In the next chapter, “The 
Government in Business,” he discusses 
(1) the United States reclamation ser- 
vice, (2) the government management 
of the public domain, (3) the mainte- 
nance of the Department of Agriculture, 
(4) the function of the Interstate Com- 
merce Commission in regulating trans- 
portation, (5) the supervision of the 
public forests, (6) national parks and 
monuments, (7) the building of the 
Panama Canal, (8) government rail- 
ways in Alaska, (9) the protection of 
public health, (10) the maintenance of 
social insurance, and (11) government 


establishment of the coast guard as a 
protection of life and property along 
the coast, and, finally, such government 
activity as printing and publishing, and 
the maintenance of the United States 
Weather Bureau. 

These various forms of activity are 
well recognized as proper fields for 
government enterprise and therefore 
need little discussion. The value of these 
opening chapters and their evident pur- 
pose lies in the presentation of readily 
accepted forms of government owner- 
ship and an attempt to prove to the 
general reader that government owner- 
ship is not a new and startling phe- 
nomenon, but that the government has 
long been engaging in some forms of 
business enterprise. 

The author next turns to a considera- 
tion of forms of public ownership which 
are not so universally held to be proper 
fields for government activity and con- 
cerning which much difference of 
opinion exists. In Chapter III he dis- 
cusses the public ownership of steam 
railways, presenting, first, the extent 
of public ownership, and second, the 
advantages of public ownership (1) to 
the industry itself, (2) to the employee, 
and (3) to the public. This chapter 
closes with a discussion of the Plumb 
Plan as labor’s solution of the railroad 
problem. 

Nationalization of the telegraph, 
telephone, cables and radio, and the 
mines is presented in Chapters IV 
and V, respectively. In both of these 
discussions Mr. Thompson first gives 
examples of public enterprise in these 
fields or proposed programs of govern- 
ment operation and next points out 
wherein he believes that private owner- 
ship has fallen short and conditions 
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have been materially improved under 
public ownership. 

When considering the problem of 
public banks and banking, Mr. Thomp- 
son quotes from Woodrow Wilson and 
Justice Brandeis to the effect that the 
most dangerous monopoly of this coun- 
try is the money monopoly—the control 
by a relatively few banking and trust 
companies of the financial structure of 
the country. “If these men who are 
recognized authorities, great students 
and leaders in the public life of 
America, are right,” he says, “then 
some form of public banks and bank- 
ing would seem to be the only solution 
of our financial and industrial prob- 
lems.” He then speaks of the rise 
of cooperative banking and the “‘occa- 
sional and sporadic”’ efforts of munici- 
palities and states in the direction of 
public banking, the United States 
Postal Savings Bank, and examples of 
public banks in foreign countries. 

There are relatively few examples 
of public enterprise by state govern- 
ments. In many instances the state is 
linked with the national or with the 
local governments in business enter- 
prises. The author mentions some 
scattered instances of state ownership 
of railways, telephones, and_ public 
ports. He considers at some length 
three examples of state enterprise, 
namely, public elevators and mills, state 
printing plants, and state insurance. 

The discussion next turns to the 
various forms of municipal enter- 
prise—waterworks, street railways, gas 
plants, and electric light and power 
plants. In each instance examples of 
successful government ownership are 
first cited, and then attention is called 
to the advantages of public ownership 
and operation. 

In Chapter XII, “Other Municipal 
Enterprises,’ Mr. Thompson discusses 


briefly forms of municipal enterprise 
which are not as large in scope and, 
therefore, have not claimed as much 
attention as the four forms of activity 
described in the chapters immediately 
preceding. Sewerage systems, police 
departments, municipal parks, municipal 
fuel yards, ice plants, street paving 
and repair plants, municipal ports, 
piers, and terminals, and several other 
activities of the average city are 
described. 

The Ontario hydro-electric system 
has stood out as the most striking 
example of successful operation by the 
public of an electric light and power 
plant. Chapter XIII is devoted to a 
description of this enterprise. The 
history of the plant, a comparison of 
the results of public and private owner- 
ship, and future possibilities of extension 
of service are discussed: From this Mr. 
Thompson passes to the treatment of 
the possibilities of super-power develop- 
ment under public ownership. 

In the final chapter of his book, 
Chapter XV, Mr. Thompson adopts 
the question and answer method, and 
by this means briefly reviews the whole 
subject and meets some of the stock 
criticisms. 

The book is a very good summary of 
what has been done in the field of 
public ownership. The reviewer wishes, 
however, that Mr. Thompson had paid 
more attention to the common methods 
of ascertaining the efficiency of utility 
enterprises. Furthermore, it would 
seem desirable in presenting the facts 
to do more than simply chart the rates 
of a company before and after public 
acquisition; one wishes to know whether 
rates have been lowered at the expense 
of lower standards of service, depre- 
ciated properties, failure to make 
needed extensions of service, subsidies 
from :the tax revenues of the political 
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unit. There is also the unsettled ques- 
tion whether the “spoils system” can 
be kept out of job-holding in a public 
enterprise, and whether a civil service 
system can be made to offer comparably 
effective inducements to efficient service. 
These are matters which bear directly 
upon the relative economy of public 
and private enterprise. Judging from 
the economic materials in the utility 
field which the reviewer has handled, 
there are some additional facts which 
deserve inclusion in a confessedly open- 
minded presentation. Thus, it would 
seem to the present reviewer that Mr. 
Thompson has not entirely succeeded 
in his endeavor to present an unbiased 
statement of the facts of public owner- 
ship. This is, however, a question 
which each reader must answer for 
himself. 
Marion C, RICHTER 


Fossum, Paul E. THe AGRARIAN Move- 
MENT IN NortH Dakota. Johns Hop- 
kins University Studies. Series XLIII, 
No.1. 180 pp. 


The author of this monograph holds 
that the present agrarian unrest is due 
to economic causes which have their 
origin in the development of a commer- 
cial system of farming, under conditions 
where large numbers of farmers are far 
removed from the bulk of the consum- 
ers of their products. The Agrarian 
Movement in North Dakota is treated 
in three parts, the final one being the 
‘“‘Non-partisan League.” Each part is 
characterized by certain lines of en- 
deavor, but the motivating factor in 
each case is a desire for a more satis- 
factory grain-marketing system. 

The first part began at the time when 
the territory was admitted to statehood 
in 1889. The farmers, aroused by the 
injustices of private elevator marketing 
practices and the unreasonable attitude 


of the railroads, looked to the first leg- 
islature for laws that would alleviate 
what they regarded as an almost intol- 
erable situation. Through two sessions, 
however, the opposition tricked and baf- 
fled the farmers in their attempt to 
enact marketing legislation which they 
regarded as necessary to solve their 
marketing problems. Then, through a 
fusion of political parties, the farmer 
group succeeded in getting control of 
the legislature and passed a number of 
laws; but one, providing for the estab- 
lishment of a terminal grain elevator, 
either in Wisconsin or Minnesota, was 
so drawn that it never became operative. 
The attempt on the part of the farmers 
to establish independently a terminal 
elevator also failed. 

As viewed by the author, one out- 
standing characteristic of this first plan 
of the Agrarian Movement in North 
Dakota was the lack of understanding 
of the marketing problem by the farm- 
ers and the faith they placed in laws 
to bring back real competitive market- 
ing and better prices. 

The second part of the Agrarian 
Movement in North Dakota was the 
cooperative or farmers’ elevator move- 
ment. Whereas the chief effort in the 
first part had been to maintain competi- 
tive conditions locally, interest was now 
centered in attacking the terminal mar- 
keting problem through the establish- 
ment of farmers’ country elevators and 
farmer-controlled commission compa- 
nies and terminal marketing facilities. 
Discontent increased, first, because 
practically all products raised must be 
sold outside the state; second, the 
farmer was subject to diminishing 
returns due to decreasing yields per 
acre, increasing operating expense, and 
increasing land values; and finally, the 
farmers who had added to their land- 
holdings and farm equipment found that 
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this had not relieved the situation. State 
and federal investigations centered the 
farmers’ attention on the abuse in the 
grain trade and caused them to overlook 
even the service rendered by private 
middlemen. During the first part of 
this period the North Dakota Bankers’ 
Association cooperated with the grain 
dealers and the Society of Equity in a 
movement to secure a state terminal 
elevator, and apparently even helped 
form the Equity Cooperative Exchange, 
a farmers’ terminal grain-marketing 
organization. This Exchange first oper- 
ated as a commission firm in Minneapo- 
lis, but later moved to St. Paul and 
erected a small terminal elevator. 
George S. Loftus, a capable organizer, 
was finally chosen manager for the 
Equity Cooperative Exchange. His 
methods brought on the ill will of the 
Elevator Managers’ Association and 
the Minneapolis Chamber of Com- 
merce. Minneapolis bankers finally re- 
fused credit to the Equity Cooperative 
Exchange. The author holds that 
Loftus, although ostensibly supporting a 
measure before the North Dakota legis- 
lature to establish a state terminal 
elevator, really opposed it, hoping 
thereby to gain support for his terminal 
grain-marketing organization. Whether 
the author is correct in his analysis of 
the stand taken by Mr. Loftus or not, 
the measure was defeated and many 
farmers were embittered. They felt 
that big business was their chief enemy 
in their attempt to get fair prices, and 
the ground was prepared for a much 
more striking movement than had yet 
taken place. 

The third part embraces the organ- 
ization and activities of the Non-parti- 
san League, which, as Dr. Fossum 
states, was not a political party but an 
organization of farmers committed to 
a definite legislative program of state 


ownership of certain industries. The 
leader, A. C. Townley, appealed to the 
farmers on the basis of the low prices 
received for grain and the oppression 
of the farmer by middlemen and the 
monied interests. Prominent Socialists 
were invited to take part in the move- 
ment. They flocked to the state and 
hailed the movement as a harbinger of 
the “new day.” In 1918 the League 
got complete control of the Republican 
Party within the state, normally the 
dominating party, and the legislature 
embarked upon its legislative program 
in the winter of 1918-1919. The author 
divides the legislation into four groups: 
industrial, ameliorative, propaganda, 
and punitive. Of the industrial under- 
takings—the State Mill and Elevator, 
the State Bank, the Home Building 
Association, and the State Hail Insur- 
ance—only the last named has been suc- 
cessful, in Dr. Fossum’s opinion. There 
is no doubt in the mind of the reviewer 
that the State Hail Insurance has ren- 
dered a real service to the farmers of 
North Dakota. 

The following quotations from this 
monograph reflect the author’s point of 
view in his analysis of the Non-partisan 
League movement and its results: “To 
the Socialist it appeared as the dawn of 
anew day. To the opposition it seemed 
to be an attempt to undermine the sys- 
tem of private property. However, to 
the farmer it meant far more than the 
embodiment of a theory or the destruc- 
tion of a system. It was to him an 
attempt to secure control of the market- 
ing of his products. The diminishing 
returns of his broad acres had forced 
him to seek out new economies and he 
felt that the middlemen ought to be 
forced to forego a part of their profits.” 

“Tn its failure, however, the League 
seems to have accomplished its end. It 
has proved without a doubt that state 
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ownership, because of the great tempta- 
tions it affords to favor political fac- 
tions, could not exist when it must com- 
pete with privately owned and efficiently 
conducted organizations. This fact 
and the fact that the farmer had been 
led out of his narrow local surroundings 
and taught to look beyond his small 
sphere of activity to his terminal market 
for the solution of some of those prob- 
lems, the solution of which he was led 
to believe would better his condition, 
are the great contributions of the Non- 
partisan League to the Agrarian Move- 
ment.” 

A final chapter on general tendencies 
may not impress the reader so forcibly 
as the previous chapters giving an analy- 
sis of the Agrarian Movement in the 
past. The author states that the Non- 
partisan League is destroyed, but the 
question arises, “Is it destroyed?” 
Although many of its activities have 
been unsuccessful, it is still the strong- 
est political unit in North Dakota. It 
elected the last governor, the last two 
United States senators, and the last leg- 
islature was controlled by League mem- 
bers, with the exception of one vote in 
the Senate. The final paragraph cre- 
ates some uncertainty as to the author’s 
conception of the Agrarian Movement. 
He states that this movement, which 
came into existence through division of 
labor as applied to industry, is disap- 
pearing through the industrialization of 
agriculture. If the Agrarian Move- 
ment is a legislative movement in the 
interest of farmers, can it be said to be 
disappearing? If it is a farmers’ co- 
operative marketing movement, is it 
waning? Is not the cooperative eleva- 
tor movement, which the author appar- 
ently includes as a part of the Agrarian 
Movement in North Dakota, one aspect 
of the industrialization of agriculture 
carried on by the farmers themselves? 


This monograph as a whole is a 
splendid contribution to our literature 
on the political and economic struggles 
of the farmer in North Dakota in his 
attempt to solve his marketing problem, 
and to improve his economic well-being. 

It is interesting to note that when the 
Dakotas were being settled and the 
bonanza wheat farms were in the hey- 
day of their existence, Marxian Social- 
ists hailed this agricultural development 
as one proof of their theory that con- 
centration of wealth was finally to break 
down our present order of society and 
ownership of property. Now the 
bonanza wheat farms have practically 
disappeared and in their place are scores 
of family-sized farms. Again a gener- 
ation later, when the Non-partisan 
League embarked on its legislative pro- 
gram, Socialists hailed the so-called 
“new day’’ legislation as a real begin- 
ning of state socialism, but now, seven 
years later, Dr. Fossum declares that 
the League has proved that state own- 
ership of industries competing with pri- 
vate industry cannot succeed. 

Atva H. BENTON 


Conover, Milton. THE FEDERAL POWER 
Commission: Service Monograph No. 
17, Institute for Government Research. 
Baltimore: The Johns Hopkins Press, 


1923. pp. xi, 126. $1. 


This work is the seventeenth of a 
series of monographs analyzing the 
Federal Governmental agencies. The 
first half of the book is devoted to a 
discussion of the historical development 
of public control of water-power. The 
colonial governments, in the absence of 
legal precedents in European countries, 
were compelled to establish rules gov- 
erning the use of streams used for power 
purposes, and after the adoption of the 
Constitution, the state governments ex- 
panded and enlarged the extent of 








a a ee 


a a i i i. 





is a 
iture 
rg les 
1 his 
lem, 
cing. 
. the 
the 
hey- 
cial- 
nent 
con- 
‘eak 
and 
the 
ally 
res 
ler- 
san 
ro- 
led 
rin- 
yen 
hat 
vn- 
ri- 


TER 
No. 
ch. 


SS, 





BOOK REVIEWS 361 


government control by the colonies. 
The various state acts from 178] to 
1919 controlling water-power develop- 
ment are briefly described. 

In a similar manner, the development 
of national control is described. About 
two pages are devoted to a discussion 
of the growth of federal control pre- 
vious to 1866. The major portion of 
this chapter deals with the period 1866 
to 1920. The successive laws designed 
to regulate water-power are described 
in considerable detail. This is followed 
by a similar description of the develop- 
ment of water-power administration, 
jurisdiction, and authority in each of 
the three executive departments con- 
cerned, namely, the War Department, 
the Department of Agriculture, and the 
Interior Department. 

The move for a federal water-power 
administrative agency began in 1906. 
At that time nearly one-third of the 
states were cooperating with the Fed- 
eral Government in a survey of water 
resources. In 1908, President Roose- 
velt, in a message to Congress, urged 
action for federal control. This mes- 
sage marked the beginning of a move- 
ment on the part of legislators, pub- 
licists, and administrators for a federal 
power commission. 

President Taft, in 1912, in vetoing a 
bill to authorize the building of a dam 
across the Coosa River in Alabama, 
took advantage of the opportunity to 
urge upon Congress the establishment of 
federal control along the lines suggested 
by his predecessor. The subject was 
actively discussed in Congress in the en- 
suing years, and both the legal and the 
economic aspects of water-power devel- 
opment were considered. From time to 
time pressure was brought to bear upon 
Congress by public groups, such as the 
National Conservation Congress in 
1913 and the Conference of Gover- 


nors in 1914. By 1916 the agitation 
had become nationwide, and the World 
War served to intensify the demand. 
In 1917 the chief engineer of the 
Forest Service submitted a memoran- 
dum to the Secretary of Agriculture 
embodying principles which later were 
incorporated into the Act of 1920. 
These are the mile-posts leading up to 
the Act of 1920, which authorized the 
organization of the Federal Water- 
Power Commission on July 1, 1920. 
The remaining chapters describe the 
activities and organization of the com 
mission. The activities are grouped as 
follows: Conduct of investigations, 
disposal of legal and judicial questions, 
issuance of permits and licenses, coop- 
eration with private and public agencies, 
accounting, publication of information. 
After a detailed description of the scope 
and purpose of these activities, Mr. 
Conover presents the organization of 
the commission through which the du- 
ties previously described are carried out. 
The Appendix contains a brief de- 
scription of the publications issued by 
the Commission, a list of federal laws 
relating to water-power development, 
and a copy of the Act of 1920 creating 
the Federal Water-Power Commission. 
It also contains an outline of the organ- 
ization of the commission, classification 
of its activities, statistics of water- 
power resources, and bibliography. 
This report does not pretend to give 
an appraisal of the Federal Water- 
Power Commission as an economic and 
social institution. It is designed to pre- 
sent the facts, historical and analytical, 
which must precede and may facilitate 
a judgment as to the place of this com- 
mission in our whole scheme of public 
regulation of private enterprise. The 
report is therefore valuable for its his- 
torical information and references. 
Wat ter H. Voskuit 
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Ackerman, J. Walter, et al. WaTER WorkKS 
Practice. Baltimore: Williams & Wil- 
kins Company, 1925. pp. xx, 790. $5. 


This manual was prepared primarily 
for the three general groups making up 
the active membership of the American 
Water Works Association: (1) the 
members of water boards and commis- 
sions who shape the general policies 
of the works under their control; (2) 
the salaried officials who manage and 
superintend the works; and (3) the 
specialists who design, manage, or super- 
vise those parts of the works which are 
of a highly technical character. It will, 
nevertheless, be found helpful to all 
interested in water supply. 

_The book deals very thoroughly with 
the water industry, and is so written 
that a student or an official can obtain 
some valuable information about this 
earliest public utility. Starting with a 
brief general history, it covers the meth- 
ods of locating streams for municipal 
water supply, the protection of these 
streams, and the natural reservoirs or 
lakes by which they are supplied. The 
author also presents in a concise manner 
the bacteriological standards for drink- 
ing water, tests and reports made on it, 
methods of purification and their success 
and failure, piping, pumping station 
equipment, and service and standards. 

The chapters on “Distribution” and 
“Financing and Management” bring out 
the economic point of view. In these 


chapters rates of water service, price 
trends, depreciation, and taxation of 
water plants on physical property, fran- 
chises, securities, and income are con- 
These, of course, differ in 
A brief description of 


sidered. 
various states. 


the various methods of evaluating 
water works, as well as some definitions, 
gives the reader a general idea of the 
methods employed. Depreciation is 
covered in a similar way: quoting cases 
which explain various methods, such as 
those of the straight line and sinking 
fund. Charts and tables accompany 
the description. 

Those who are interested in the finan- 
cial requirements for providing better- 
ments and extensions will find the finan- 
cial explanations of some of the larger 
cities clearly presented and summarized. 
A concise table, entitled “Summary of 
Laws as to Allowable Bond Issues,” is 
included in this chapter. The subjects, 
on the whole, are well discussed. 

The book is full of practical informa- 
tion on water works practice and has 
the latest data available, including legis- 
lation, judicial decisions, and many 
statistical compilations. Since the water 
business, which is the oldest public 
utility, has had very little publicity in 
book form, this work fills a very impor- 
tant gap in our public utility literature. 
To the economist, however, some of the 
technical information could well be 
spared for more attention to the cost 
and income aspects of water utilities. 
Such data are generally lacking, which 
makes difficult an economic analysis of 
these utilities comparable with similar 
analyses of other utilities. Neverthe- 
less, the manual is interesting and thor- 
ough in its technical aspects. It will no 
doubt be a leader of books on the water 
industry, and a good reference book for 
those interested in public utilities in 


general. 
Cart M. HAtitcrReN 
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SUMMARIES OF RESEARCH 


THE DIVIDEND RECORD OF PREFERRED 
STOCKS OF ELECTRIC UTILITIES 


tric light and power company pre- 

ferred stocks as a form of popular 
investment, and particularly as the in- 
strument used to secure customer invest- 
ment, suggests an inquiry into their 
dividend record. 

A recent survey’ of the record of 
electric light and power preferred stocks 
stated that out of 122 companies, each 
with gross earnings of $1,500,000 or 
more and each having issues of pre- 
ferred stock outstanding, 107 never 
have passed a preferred dividend, while 
15 have had undeclared preferred divi- 
dends but have now paid them either in 
stock or cash, or both. 

In order to secure a more continuous 
record, particularly of the average rate 
paid on these securities, the dividend 
rate on each of these issues was ascer- 


r \HE increasing importance of elec- 





*The Record of Electric Light and Power Pre- 
ferred Stocks, a memorandum by Bonbright and 
Company. 


tained for each year from the time of 
issue to the present, or year of redemp- 
tion. The results of this analysis are 
presented in Table I and in Chart I. 
The capitalization of the companies 
used represents about 85% of the 
capitalization of the electric light and 
power industry. The method pursued 
was to record the rate paid each year 
(or the average for the year in case of 
changes) for each of the companies 
having preferred stock outstanding in 
that year and to determine the simple 
average rate of all such issues. De- 
ferred dividends which were found in 
the case of I5 companies were dis- 
tributed over the years to which they 
applied. 

It will be noted that the curve show- 
ing the average rate paid on all issues 
rises rapidly after 1910. This is largely 
explained by the inclusion of an increas- 
ing number of new issues which gener- 
ally were at high dividend rates. 





Dividend 
Rate 





Dividend Record of Preferred Stock of 122 Electric Utilities, 
1887-1924 
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TABLE I, AVERAGE RATE OF DIvIDENDs Pap 
ON THE PREFERRED STOCK OF ELECTRIC 
LicHT AND PowEeR CoMPANIES* 








Tase II. AveracE Divipenps Pai on 30 
IssUES OF PREFERRED STOCK BY ELECTRIC 
PowER AND LIGHT CoMPANIES IN THE 
UniTep STATES WHOSE ANNUAL 











Yi No. of Divide + Year No. of Dividends Gross REVENUE EXCEEDS 
“at | Tesues | Paid—% Issues | Paid—% $1,500,000 
188 I 6.000 I “a 6 Average 
I 884 I 6.000 <8 7 ; 7. y, Dividends 
1889 | 1 6.000 1908 | 21 | 5.619 wea = 
1890 I 6.000 1909 26 5.840 ROMO Rese lahs aceasta sale ne re RE 5.900 
1891 I 6.000 IgI0 34 5.882 BORE « <.s.ce-siessiciciore sivie, se nosrreotemuneeeeiee 5-933 
1892 I 6.000 IgII 37 6.083 aie peer 
a tee ed 38 6 086 tT SR PE ROE ORIN ren eT : 
1894 2 6.000 1913 57 6.163 ih). See eee ee i rs «000 
1895 2 6.000 1914 64 6.166 IR as ercie <icaerseiceiewls is. omie resin enenin ts 6.066 
1896 2 6.000 1915 69 6.204 MER 4.5 9x5, crease) Sis crenere oclsestela selon 6.166 
1897 2 6.000 1916 74 6.250 1916 PPrECT PTA CEC TT CTT ee 6.200 
1898 2 6.000 1917 79 6.345 MMI cir 195s gt aac otter aces: Si alt Mata Cree 6.233 
1899 | 2 6.000 1918 84 | 6.294 RS isis oui Re ialnice ia e pcciinien eee cae 6.233 
1900 4 6.000 1919 89 6. 327 MMi afaisiareisiratacs atsialarsis css See 6.033 
IgoI 6 5.833 1920 | 106 6.462 1920 6.250 
oes y He et Gs rsp Bae eared ‘ “ 
ca 6 $.833 1922 | 132 6.847 OER D CR eRe re . 6.283 
1904 9 5.555 1923 145 6.672 NI aie sinipe gee ROG be heme iet ean oaeads 6.283 
1905 13 5.500 i924 | 150 6.737 MMII oe ssarare. ai ccute stars iarerpracaiersicetslteccn siereiaita 6.283 
Ni 6ee ae atorare as earare actresses arin aie 6.283 























* Including only companies with annual gross revenues in 
excess of $1,500,000. 


Reference to Table I will show that 
the number of issues included from year 
to year has increased markedly, rising 
from 1 in 1887 to 150 in 1924.” With 
changing interest levels the curve would 
tend to rise by virtue of this factor 
alone. In order to study the record of 
a homogeneous group, the issues in 
existence in 1910 and those which con- 
tinued outstanding in 1924 were deter- 
mined and their average rate calculated 





? The number of companies reached a maximum 
of 122, the number of issues 150, due to the fact 
that many companies have issues of first preferred 
at different rates, 





by years. These issues numbered 30, 
and their record is presented in Table 
II and in Chart I. 

Very often the electric utility is com- 
bined with other utilities; and when 
these other services included the electric 
railway utility, the results were some- 
times to the disadvantage of the stand- 
ing of the security issues. Thus the 
sharp break in the average rate paid on 
the 30 issues in the year 1919 was due 
to the suspension of 6% non-cumulative 
dividends by one company conducting 
an electric railway, as well as a light 
and power, business. 

DALE STEWART 


PUBLIC UTILITY FINANCING DURING 
FIRST QUARTER, 1926 


AN analysis of public utility financing 
for the first quarter of 1926 shows 
that while the total volume is some- 
what less than that of the first 
quarter of 1925, it still remains at 


a very high level. The total volume 
of public utility financing on record 
for the first three months of the cur- 
rent year was $493,330,362. Total 
corporate financing for that period 
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TABLE I. INDEX NUMBER OF VOLUME oF Pustic UTitity FINANCING* 














1919-1925 
1919 1920 1921 1922 1923 1924 1925 1926 
By Months 
January........... 100 67 55 46 122 112 199 173 
February.......... 48 28 25 47 66 89 172 125 
SE os a scae ness 25 27 25 43 94 78 144 IIS 
eee 5 38 25 50 64 112 oe 
Se rs 1§ 38 35 150 66 233 a 
NET 26 20 9 96 92 122 i 
rT err 41 25 11§ 44 21 104 ee 
IN oc ee esas 20 II 33 22 40 62 See 
September......... 54 44 34 147 34 77 re 
October........... 24 33 33 77 59 112 DO ee 
November......... 8 21 11g 43 161 69 ok eee 
December......... 20 63 ai. & 135 III ee 
By Quarters 
Ist Quarter........ 100 71 61 80 164 162 299 240 
and Quarter....... 27 56 41 172 129 271 We hes kcews 
3rd Quarter........ 67 47 105 123 55 141 a es 
4th Quarter........ 30 68 119 IOI 206 169 a eee 
2 ere 100 107 145 212 246 330 er 





























*Volume for January, 1919, First Quarter, 1919, and Year 1919 used as basis for computing index numbers for months, 


quarters, and years, respectively. 


amounted to $1,509,137,316, of which 
public utility financing was 32.7%. 

Reference to Table I will show that 
only twice since January, 1919, has the 
quarterly volume of public utility 
financing exceeded that of the first 
quarter of 1926. The first quarter of 
1925 has the greatest volume of any 
similar period, showing an index num- 
ber of 299. The second quarter of 
1924 comes next, with an index number 
of 271. 

It is also to be noted that January, 
1926, has an unusually large volume of 
public utility financing, $206,246,242. 
April, 1924, and January, 1925, are 
the only months with a greater total 
volume. 

There was a marked increase in the 
number of foreign utility issues offered 


Compiled from the records of the Commercial and Financial Chronicle. 


for sale in the United States in 1925. 
In that year foreign utility issues 
amounted to 8.4% of the total volume 
of security issues. In 1924 the volume 
of foreign utility issues was only one- 
half of 1% of the total. The high pro- 
portion of foreign issues to the whole 
was maintained during the first quar- 
ter of 1926. The total par value of 
issues of this group during January, 
February, and March of the current 
year was $41,000,000, 8.3% of the 
total volume of all public utility issues. 

Financing in the first quarter of 
1926 was at a slightly lower yield to 
the investor, thus continuing the down- 
ward trend which started in 1921. All 
debt obligations of all maturities sold at 
a price to yield 5.65 per dollar and 5.78 
per issue. Corresponding figures for 
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TABLE II]. WEIGHTED AND SIMPLE AVERAGE YIELD AT OFFERING PRICE OF NEW Pustic 
Utizity Security Issues 























ALL TYPES OF SECURITIES 
BONDS AND NotEs 
ALL MATURITIES LONG TERM SHORT TERM 
YEAR 
Weighted es Weighted Simple | Weighted Simple Weighted | Simple 
“Vie | “Vieid” | “Yiad™ | “Vid | “vier? | “vicid® | “vice | Aven 
| ree 5.58 | 5.81 | 5.66] 5.83] 5.55] 5.86] 5.56] 5.78 
Ist Quarter...... 5.46] 5.78] 5.65| 5.81] 5.32] 5.77] 5.481] 5.79 
2nd Quarter..... 5.72] 5.87] 5.74] 5.86] 5.58] 5.94] 5.65] 5.82 
jrd Quarter......| 5.53 | 5-77] 5-50] 5.77| 5.68] 5.73] 5.45 | 5.76 
4th Quarter...... 5.77] 5.82] 5.77] 5.80] 5.76] 6.02] 5.65] 5.77 
1926 

Ist Quarter...... 5.65 | §.78| 5.63] 5.75 | 6.26] 6.02] 5.53] 5.71 
































the last quarter of 1925 were 5.77 and 
5.82, a drop of .12 on the yield per 
dollar and of .04 on the yield per 
issue. The long-term securities show a 
yield of 5.63 on the dollar and 5.75 on 
the issue, as against 5.77 and 5.80 in 
the fourth quarter of 1925. The yield 
per dollar on all short-term security 
issues for the first quarter is somewhat 
higher than that on short-term securi- 
ties during the last quarter of 1925 and 
higher than that on any type of security 
for the first quarter of 1926. This 


apparent inconsistency is explained by 
the fact that a gas company offered two 
issues of short-term bonds, with a total 


par value of more than $6,000,000, at 
an unusually high rate of 7%. Bonds 
and notes only were offered to the pub- 
lic at a rate to yield 5.53 per dollar 
and 5.71 per issue. Comparable figures 
for the fourth quarter of 1925 were 
5.67 and 5.77. One large issue of 
bonds was offered at the low rate of 
4.95. The rates on the various issues 
offered range from 4.95% to 7%. 
However, 71% of the total number of 
issues of interest-bearing obligations, 
representing 70% of the total par value 
of such obligations, were offered to 
yield between 5% and 6%. 
Marion C. RICHTER 
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COMMENTS ON LEGISLATION AND 
COURT DECISIONS 


AGRICULTURAL CONTRACTION VERSUS EXPANSION 
AS A NATIONAL POLICY 


policies of the United States 

shows three important stages. 
The question is here raised if a fourth 
stage should not be inaugurated at this 
time. 

In the first stage, that inaugurated by 
Alexander Hamilton, the disposition of 
the public domain was looked upon as a 
problem in national finance. The ob- 
ject was to get as much money as pos- 
sible out of the land for the Federal 
Treasury. The second stage reached 
its perfection under the Homestead Act 
and looked first of all to putting the 
land into the hands of actual settlers as 
fast as possible. Under this policy land 
settlement went forward at tremendous 
speed. Agricultural production was in- 
creased as never before in the history of 
the world. Large supplies of cheap 
food and raw material flooded the mar- 
kets of the world. All older agricul- 
tural regions suffered great losses in 
the value of their property, and the 
depression extended finally into the 
newly occupied areas of Kansas and 
Nebraska. As the supply of good land 
available for homesteading was ex- 
hausted and the prospect for better 
prices of farm products looked hopeful, 
the third stage in our land policy was 
ushered in, that of using federal funds 
to develop irrigation projects in order 
that the expansion of American agricul- 
ture might continue. 

During the World War agricultural 
production was stimulated by means of 


i = history of the federal land 


patriotic appeals which were effective 
in adding 45,000,000 acres of land, or 
15%, to our cropped area. Much of 
this had been pasture land in farms prior 
to the war, but in the dry farming area 
the return to pasture is almost impos- 
sible. This final spurt in agricultural 
expansion due to war appeals has put 
vast areas of land under the plow 
which should be in pasture or in forests. 

There is no one who does not recog- 
nize that the present agricultural depres- 
sion is due to a lack of balance between 
agriculture and other industries. Agri- 
cultural readjustment is the need of the 
hour. There is too much land in agri- 
culture and there are too many people 
in agriculture, on the basis of the pres- 
ent commercial policies of the nation. 
The suggestions brought forward in 
this note relate to a change in our land 
policies which would tend to bring about 
a better balance between agriculture 
and other industries. 

The government has not hesitated to 
enter the business of expanding the 
farming area in the past. Now the 
need is for contracting the area. No 
less an economist and statesman than 
the present Secretary of Commerce has 
recommended that farmers reduce their 
production to the needs of the home 
market. To do this means to drop out 
of cultivation vast areas of marginal 
and submarginal land on which farmers 
are located and in which they have in- 
vested their all. With normal price 
levels the majority of these farmers 
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would be doing well, but on the present 
basis of sales and purchases they are 
falling behind financially year by year. 
Many of the farmers on irrigation pro}- 
ects are bankrupt. A government com- 
mission has taken up the question of the 
obligation of these farmers to the gov- 
ernment with the view of adjusting their 
debts on the basis of ability to pay. 
Should not the government look also to 
other submarginal areas? 

It has been suggested by Professor 
Richard T. Ely that the government 
enter upon a fourth stage in its national 
land policy and organize a system for 
removing submarginal land from agri- 
cultural use. Much of the land in ques- 
tion should be reforested; other vast 
areas that were broken up for wheat 
during the war will require a long period 
to revert to grazing lands. A govern- 
ment commission, authorized to classify 
the submarginal lands and devise means 
of putting them to their proper use, 
would render an important service. 

If certain lands are to be withdrawn, 
the commission would be under the 
necessity at the same time of finding 
other locations and occupations for the 
people displaced from the land that is 
taken out of agricultural use. An ex- 


cess of farmers, whether they be on sub- 
marginal lands or on better lands, only 





COMMENTS ON LEGISLATION AND COURT DECISIONS 


aggravates the maladjustment between 
agriculture and other industries. In 
order to bring about a balance, it is 
essential to find ways of taking care of 
the displacement of labor as well as the 
displacement of land. 

Vast numbers of people have left the 
farm since 1920. In 1922, 2,000,000 
men, women, and children left farms for 
cities, towns, and villages. In 1924, 
2,075,000 left. But the back movement 
is large and increasing. It numbered 
880,000 in 1922, and 1,396,000 in 
1924. The figures for 1924 indicate 
that this ‘back wash” carries a large 
percentage of those who had tried with- 
out success to enter city occupations. .- 

If we are to have a right balance be- 
tween agriculture and other industries, 
there is need not only of a means of 
withdrawing submarginal lands from 
agricultural use but also of facilitating 
the movement of the surplus population 
from country to city. While the latter 
need is particularly great at the present 
moment, the need is permanent for the 
reason that the more rapid birth-rate 
in the country than in the city makes 
necessary a constant movement of popu- 
lation citywards. Whenever this drain- 
age of excess rural population fails to be 
adequate, agriculture will be depressed. 

H. C. Taytor 
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Public Utility Financing 


We have originated, either alone or with associates, and have distributed 
throughout the country, securities of the following public utility corporations: 


Binghamton Gas Works 

Central Iowa Power and Light Company 
Columbus Railway Power & Light Company 
Daytona Public Service Company 

Defiance Electric Company 

Dubuque Electric Company 

Florida Public Service Company 

Grand Rapids Gas Light Company 
Hamilton By-Products Coke Ovens, Limited 
Jersey Central Power & Light Corporation 
Michigan Electric Power Company 
National Electric Power Company 

North Carolina Public Service Company, Inc. 
Northern Iowa Gas and Electric Company 


Northwestern Public Service Company 
Ohio Electric Power Company 

Penn Central Light and Power Company 
Pennsylvania Gas & Electric Company 
Pennsylvania Gas & Electric Corporation 
Pennsylvania-Ohio Electric Company 

St. Cloud Public Service Company 

Sandusky Gas & Electric Company 

Southern Minnesota Gas and Electric Company 
Southwest Power Company 

United Gas & Fuel Company of Hamilton, Ltd. 
Utah Gas & Coke Company 

Vermont Hydro-Electric Company 

West Virginia Water and Electric Company 
Western United Gas and Electric Company 


We welcome inquiries from public utility corporations which 
require capital for consolidation, extension or refunding. 


Executives are invited to send for a copy of our book, “‘A Record of Corporation Financing.” 


AC.ALLYN*» COMPANY 
ESTABLISHED 1912 
67 W. Monroe St., CHICAGO Phone Randolph 6340 


New York Philadelphia Boston 


Milwaukee 


Minneapolis San Francisco 























Soon Ready — 


“Applied Budgeting” 


By Henry Bruere, Ph.D., Third Vice-President, Metropolitan Life Insurance 


Company and Arthur Lazarus, M.A., 


C.P.A., F.C.W.A. (England), Consult- 


ant, Policyholders’ Service Bureau, Metropolitan Life Insurance Company 


BYSINESS profits today, as never be- 
fore, are demanding a_ systematic 
business technique. This authoritative 
book gives you this business technique. 

Clearly worked out so that you can see 
every step, “Applied Budgeting” shows 
how leading concerns forecast future ex- 
penses and probable revenues — approved 
budgets for Oil Companies, Railroads, 
Banks, Newspapers, Construction and 
Contracting Companies, Metal Works, 
Department Stores, Canneries, Hotels, 
Ice Cream and Garment Manufacturers. 
You can see what forms they use; actual 
figures giving operation and selling ex- 
pense ratios; forecasts of earnings and ex- 
pense; special ways to set sales quotas 
and estimate future demand. 


You are shown, too, how to apply the 
principles of the budget to widely differ- 
ent types of businesses. For example, the 
Ice Cream budget applies to industries 
that work from cost and expense stand- 
ards. The Oil budget applies to any in- 
dustry affected by tremendous day-to-day 
fluctuations; the Canning, to any season- 
al industry, and so on. 


Budget Your Business Too! 


So that ay can easily tell how it is done, you 
are given the actual plans that are in daily use in 
such concerns as the Pacific Coast Oil Company, 
A acon ne Railroad, Guaranty Trust Company, 
New York World, Turner Construction Company, 
Perfection Stove Company, Abrams & Straus, Inc., 
United Hotels Company, Eastern Dairies, Inc., and 
many others in many lines. 133 charts and forms. 
325 pages. Flexible binding. et, $7.50. 


G “Aovplied Budgeting” is sent on 5-days’ approval. Simply 


write us to 


Address HBR726 
A. W. SHAW COMPANY 


CASS, HURON AND ERIE STREETS 
CHICAGO 


NEW YORK 


send you an examination copy today—now! 


Lowpon 2 | 
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SOME NEW PUBLICATIONS 





“Applied Budgeting” 
By Henry Bruere, Ph.B., Third Vice-President, Met- 
ropoli Life I e Company, and Arthur Laza- 
rus, M.A., C.P.A., F.C.W.A. (England), Consultant, 

Policyholder’s Service B » Mi politan Life In- 

surance Company 

HI!T-OR-MISS forecasting of business 

operations does not pay. Business 
profits today are demanding a systematic 
business technique. “Applied Budgeting” 
gives you this technique. It represents 
the cream of the experience of scores of 
the nation’s leading executives. Built up 
from a wide background of successful 
budget systems this new book really gives 
definite working principles that you can 
easily apply. 

You are shown too, how to apply the 
principles of the budget to widely differ- 
ing types of businesses. For example, the 
Ice Cream budget applies to industries 
that work from cost and expense stand- 
ards. The Oil budget applies tc any in- 
dustry affected by tremendous day-to-day 
fluctuations; the Canning, to any seasonal 
industry, and so on. 133 tables, charts, 
and forms. 325 pages. Illustrated. Flex- 
ible binding. Net, $7.50. 








Psychology in Personal Selling” 


By A. J. Snow, Ph.D., Lecturer in Psychology, North- 
western University; Director of Psychological Research, 
Yellow Cab Company; Manager of Sales Extension, 

Yellow Truck and Coach Manufacturing Company 

WRITING from practical contact 

with the problems of leading sales 
organizations, the author tells you plainly 
what is being done in applying psychology 
to make the selling of goods, specialties, 
or services more effective. 

With full explanation of the mental re- 
actions of the customer, the author shows 
you exactly how his thoughts and deci- 
sions are reflected in various forms of 
human behavior. Types cf customers, 
wholesale and retail, are described in de- 
tail. Then the author analyzes the part 
the salesman really plays in the sale. He 
points out what value should be given to 
the personality of the salesman, and just 
what traits of character and physique in- 
fluence customers in buying. 650 pages. 
Illustrated. Flexible binding. Net, $6. 
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**Real Estate Merchandising” 


By Albert G. Hinman, Assistant Professor of Land 
Economics, Northwestern University; and Herbert 
©. Damen, Bonne es or of E S. 








RR EAL Estate Merchandising, the ini- 
tial volume of the Shaw Real Estate 
Series is the first book to deal specifically 
and thoroughly with the one phase of 
Real Estate that is fundamental —-some 
dealers do appraising, some handle in- 
surance, and some engage in contracting 
and building, but all buy and sell real 
estate for themselves, for others, or for 
both. All real estate dealers are primarily 
interested in merchandising. 

In a clear, interesting and readable 
manner, this book takes up the requisites 
for successful Real Estate selling. It in- 
dicates the essential considerations for 
building a sound merchandising organiza- 
tion and concretely discusses the specific 
tools of merchandising, namely, sales- 
manship and advertising. 360 pages. 
Flexible binding. Illustrated. Net, $6. 


*‘Accounting Systems: 


Principles and Problems of Installation” 

By George E. Bennett, LL.M., C.P.A., Professor of 
Accounting, College of Business Administration, 
Syracuse University 
BUSINESS men everywhere will wel- 

come this book that places emphasis 
upon the system problems of the average 
business concern and explains specifically 
how to devise, install, and operate an ef- 
fective accounting system. Clearly, the 
author brings out just how to design 
forms, get up a system report, and label 
accounts for identification. ’n short, Ac- 
counting Systems tells plainly how to 
have an efficient accounting system that 
will really fit your own business. 

Actual systems of accounting for repre- 
sentative businesses are shown: systems 
for retail stores, commission houses, fac- 
tories, and other classes of business. The 
general scheme behind each is specifically 
described and 109 illustrative forms for 
internal and external business use are re- 
produced. Illustrated. 554 pages. Flex- 
ible binding. Net, $7.50 
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First Economics” 


By JAMES E. LeROSSIGNOL, Ph.D. 
Dean, College of Business Administration 
University of Nebraska. 


EVER has a thoroughgoing understanding 

of economic principles been so necessary 

‘as now. Human wealth and welfare today 
are bound up more than ever before with the 
complexities of economic law. 


Commerce, industry, taxation, agriculture, 
strikes, the tariff, business cycles, the Federal 
Reserve System, foreign exchange, public ex- 
penditures, the humdrum of a workaday world, 
all revolve about a few simple, unvarying rules 
that constitute the bases of economics. 


What these rules are, why you need to know 
more about them is made clear in First Eco- 
nomics. It presents the basic principles of this 
science concisely, concretely —- and in so inter- 
esting a fashion that you will eagerly read every 
page. It is really a vivid picture of the under- 
lying principles that control the world today. 
Illustrated. 183 pages. Library Buckram. Net, $2. 
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For Scenery and 
Historic Interests— 


When you go from Chicago to the 
North Pacific Coast (Portland, Tacoma, 

. Seattle) take the pioneer line of the Pacific 
Northwest —the Northern Pacific Railway 
—First of the Northern-Transcontinentals. 


It follows 2000 miles of startling beauty 
—the trail of Lewis and Clark and the 
highways on which civilization marched 
west. You may enjoy 


The Travel Triumph 


“North Coast Limited” 
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Pullmans of latest design. New obser- 
vation-club cars with ladies lounge, maid 
and shower bath; also men’s shower, 
barber, valet, library, smoking and card 
rooms, inviting club lounge and a sight- 
seeing platform with a searchlight to play 
on the scenery at night! Northern Pacific 
meals are “famously good”, too! Extra 
comforts—no extra fare. 


Lv. Chicago 10:35 Ale a Union Depot 
C: B. & 


Northern Pacific Ry. 


Mail this coupon to A. B. Smith, 878 Northern 
Pacific Bidg., St. Paul, Minn. 


MY VACATION TRIP 


Books or trips lam uae Trip Summer 
interested in (y) Fare from Chicago 
O Yellowstone Park . . «. $59.35 
O Rocky Mts. (Helena-Butte) . 61.95 
C Inland Empire (aghene? a 85.05 
O Pacific Northwest beschseoag 

O Rainier Park . . —_ ones 
O Alaska (Skagway) . . . 190.30 
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